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PREFACE 

"Elements of Accounting'' was published in June, 1913. As 
stated at that time, it was written mainly **to bridge the gap 
between bookkeeping and accounting.'' That it has filled a real 
need is evidenced by the friendly reviews and comments of 
accountants, teachers, and lay critics. The hearty reception 
which has been accorded to it has necessitated three editions 
within a period of about a year and a half. 

At the request of many students and teachers, the publishers 
arranged with the author to produce authoritative solutions to 
the practical exercises appended to the respective chapters in 
** Elements of Accounting." To enhance the value of these 
solutions they have been cast into what may be termed C. P. A. 
form. Moreover, there have been included references for those 
who wish to make a further study of the points treated in the 
different solutions. This supplementary research material has 
been included in the belief that it will be welcomed by the ambi- 
tious student. 

This handbook should be used in connection with ** Elements 
of Accounting." Such correlation, however, is not absolutely 
essential because of the fact that the exercises of the accounting 
text have been incorporated in the present volume. For obvious 
pedagogic reasons, each question is immediately followed by its 
answer or solution. The solutions to Groups II will probably 
be employed by many as much for the forms displayed and illus- 
trated, as because they constitute solutions to specific practical 
accounting problems. The entire volume may be employed as a 
special or supplementary text in Accounting. 

V 
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vi PREFACE 

The author of ** Elements of Accounting'* has aimed to inspire 
the student of accounting with the realization that the subject is 
a growing one, and that it has not yet crystallized sufficiently to 
produce fixed terminology and forms. His ideal has thus far 
met with friendly reception. On the other hand, many students 
have asked for some fixed definite standards by which to measure 
their own solutions of accounting problems. It is in sympathetic 
appreciation of the needs of these ambitious students that the 
present text is now offered. It must be recognized, however, that 
though in the opinion of the author the various forms and solu- 
tions offered constitute acceptable C. P. A. and Civil Service 
answers, in many cases other solutions and forms may be equally 
acceptable. 

One of the recognized needs of accounting training in America 
is a means of extending definite and concrete aid to students 
preparing for public accountancy and for the various state exam- 
inations for certified public accounting. Greendlinger's ''Ac- 
countancy Problems and Solutions'' has done much to meet this 
demand, and the Students' Department of the Journal of Ac- 
countancy has contributed its aid, but much still remains to be 
done in this comparatively new field. It is sincerely hoped that 
this book will not only greatly enhance the value of "Elements 
of Accounting," but that it will also widen the opportunities 
now available to the student of accounting. 

J. J. K. 
New York, March 10, 1915. 
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STUDENT'S HANDBOOK OF ACCOUNTING 

SOLUTIONS TO EXERCISES 

CHAPTER II 

ACCOUNTING 

Group One 

1. What kind of service does the accountant render the business 

community f 

1. The accountant organizes the books of concerns so as to 
make possible the obtaining of maximum information at a mini- 
mum expenditure of time and cost. At times, too, in practice, 
he audits the records made in the books by the bookkeeper for 
the purpose of establishing their accuracy and correctness, as 
well as for the purposes of preparing final statements so as to 
determine the condition and progress of the business. As a cost 
accountant, he determines the unit costs which are so essential to 
the executive in maintaining business efficiency. He also pre- 
pares reports for executors and trustees, and is frequently called 
upon as a business counselor. 

(Pp. 19-20.) 

2. Define Controlling Accounts, and illustrate by means of 

Accounts Payable. 

2. Controlling Accounts are summary accounts in the General 
Ledger. They summarize or control many accounts in a sub- 
sidiary ledger. The most common examples are Accounts Re- 
ceivable and Accounts Payable. Accounts Payable Controlling 
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2 . STUDENT'S fl-AJ^DBOOK OP ACCOUNTING 

Account, 'CreditOi^' -Ledger Controlling Account, or Accounts 
Payable, is the name of the Controlling Account in the General 
Ledger which controls the Creditors' or Purchase Ledger. The 
manner of control is illustrated as follows: 

(a) The individual purchases entered in the Purchase Book 
are credited to individual accounts in the Purchase Ledger, while 
the total is carried to the credit of Accounts Payable account in 
the General Ledger. 

(6) Payments made to creditors are entered on the credit side 
of the Cash Book. If payment is without discount, the amount 
is entered into the Accounts Payable column and the Net Cash 
column. If discount has been allowed us, then the amount en- 
tered in the Net Cash column plus the amount entered in the 
Discount on Purchases column, is equal to the amount entered 
in the Accounts Payable column. The individual items in the 
Accounts Payable column are charged to the separate accounts 
in the Purchase Ledger, while the total is charged to the Ac- 
counts Payable Account in the General Ledger. 

(c) Eeturns by us and notes given by us are entered in the 
Journal. In both cases, individual accounts in the Purchase 
Ledger are to be charged. These items are entered in a debit 
column of the Journal, headed Accounts Payable. Correspond- 
ing to the individual debits to the Purchase Ledger, resulting 
from the items entered in this column, the total column, monthly, 
is charged to the Accounts Payable Account in the General 
Ledger. 

It should be clear, therefore, that inasmuch as a summary 
entry in the Accounts Payable Account of the General Ledger is 
made monthly to correspond to the individual daily postings to 
the individual accounts in the Purchase Ledger, that at any 
given moment of time, when all postings have been completed, 
the balance of the Accounts Payable Account in the General 
Ledger should exactly equal the sum of all the balances of all the 
accounts in the Purchase Ledger. 
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ACCOUNTING SOLUTIONS 3 

(Other Uses of the Controlling Account. — ^Besides acting as a 
summary and a control as above indicated, the controlling ac- 
count is a very useful device in that it makes possible the taking 
off of a Trial Balance from the General Ledger in a very short 
time. Moreover, it acts as a control not only because of the check 
on the balances in the subsidiary ledger, but also in the following 
way: The sum of all the charges to the controlling account 
should equal the sum of all the debits in the Purchase Ledger. 
Similarly, all the credits of the controlling account should equal 
the sum of all the credits to all of the accounts in the subsidiary 
ledger. In case of error, that is, in case the controlling account 
does not agree with the sum of all the balances of the auxiliary 
ledger, and the ordinary checking has been performed, then the 
fact that the debits of the Controlling Account should equal the 
debits of the subsidiary ledger accounts, proves a very potent aid 
in localizing the error or errors.) 

(Pp. 31-35; Chap. II) ; M. & R., Chap. XXIV; M., 251-2; J., Vol. 9, 29-35. 

3. What is meant hy a contingent liability f How may such a 
liability be extinguished? 
3. A contingent liability is one that exists in virtue of the fact 
that a concern has obligated itself by endorsing a note, '* going" 
on a person's bond, acting as surety, etc. In other words, it 
means the assumption of a potential liability which becomes ac- 
tual in the event of some contingency arising. This contingency, 
in the cases already mentioned, would exist if the note went to 
protest, if the person bonded proved dishonest, or if the person 
for whom it acted as surety failed in the performance of his con- 
tract. A contingent liability is extinguished in one of two ways : 
if the contingency does not arise, it is extinguished at the expira- 
tion of the time involved ; if the contingent liability becomes an 
actual one, it may be extinguished by fulfilling our obligation. 
Some cases of contingent liability, stated under the topics of 
guaranty and warranty of Commercial Law courses, are ex- 
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4 STUDENT'S HANDBOOK OF ACCOUNTING 

tinguished by any changes made in the conditions without the 
knowledge and consent of the person who assumes the liability. 
(For further information on this subject consult law texts.) 

(P. 30); M., 165-170; G., II, 208-211; H., 32, 192. 

4. Criticize the Merchandise Account as ordinarily kept, and 

suggest a remedy. 

4. The criticism is based upon Professor Sprague's stricture 
to the effect that an account which has to be made over should 
have been made right at first. The Merchandise Account as fre- 
quently kept is a mixed account; it contains real elements (orig- 
inal and final inventory) together with nominal items such as 
sales, sales returned, purchases and purchases returned. The 
remedy is to employ three or five separate accounts : 

(a) Merchandise Inventory Account. 

(6) Purchase Account (or sometimes this account and Pur- 
chases Returned Account) . 

(c) Sales Account (and, sometimes, Sales Eetumed Ac- 
count). 

(Pp. 23-28); B., 117-118; G. 1, 185; S P., 155-161 

5. Classify the following accounts as Personal, Real, or Nom- 

inal : 

(a) Insurance; (6) Mortgage Payable; (c) T. Jones, 
Prop,; (d) Returned Sales; (e) Wages; (/) Taxes; (g) 
Patents; (h) Investments. 

5. (o) Insurance — ^Nominal Account. 

(6) Mortgage Payable^Real Account. 

(c) T. Jones, Prop., is sometimes regarded as a personal 

account, but is really a peculiar account which should 
be called Proprietorship. 

(d) Returned Sales — ^Nominal Account. 

(e) Wages — ^Nominal Account. 
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ACCOUNTING SOLUTIONS 5 

(/) Taxes — ^Nominal Account. 
(g) Patents — Real Account, 
(fe) Investments — Real Account. 

(Pp. 20-21); G. A., 7-8; B., 21-27; 85-94; H., 6-10; W. A., 60-62; E., 
Chap.Xn. 

Group Two 

1. Construct a chart to show various per cents, of profits on 

investment for eight years. Use your own figures. 

1. No form is submitted, for obvious reasons. 
(Pp. 36-39); M., 230-240. 

2. Make entries in your hooks for the following transactions: 

July 31, 1913. Sold to B. Rollins & Bros., 600 yd. Am. 

Woolen at $1.12^ U, terms 1%, 30 

da,; 4 mo. net. 
Nov. 30, 1913. Received their three months' note with 

interest at five per cent, in full. 
Dec. 12, 1913. Discounted note at First National 

Bank. (The note was duly paid at 

maturity.) 
(Solution on page 6.) 

3. L. L. Longley buys from and sells to us. On Nov. 30 his 

balance in our Sales Ledger is $500.00, while the balance 
in the Purchase Ledger is $200.00. We receive, accept, 
and enter his check of $300.00 in full settlement of ac- 
count. Show entry for check and subsequent adjustment 
entry, in all books of original entry affected. 
(Solution on page 7.) 
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SOLUTIONS TO EXERCISES 

CHAPTER III 

i 
THE APPLICATION OF ACCOUNTING TO BOOKKEEPING 

Group One 

1. Mention the names of three extra columns in the Cash Booh. 
Tell regarding one of thetn all of the advantages con- 
nected with its use. ! i 

1. (a) Discount on Sales column, debit side of Cash Book. 
(6) Discount on Purchases column, credit side of Cash Book. 

(c) Expense column, credit side of Cash Book. 

(d) The advantages connected with the use of these three col- 

umns (students are required to give this information 
regarding only one of them), are as follows : 

1. Discount on Sales. A isumniary posting is made possible, 
thus saving the posting to the account for each separate item. 
This advantage not only saves time, but also avoids error due to 
the well-known fact that when thirty items are pointed there are 
thirty chances of error. The column also acts asja convenient 
checking device on the accuracy pf the two adjoining columns, 
namely, on Accounts Receivable and on Net Cash columns. 

2. Discount on Purchases, Exactly the same advantages that 
have been mentioned regarding Discount on Sales apply to this 
account. i 

3. Expense Column. Summary; posting is made jpossible, thus 
avoiding individual postings, thereby saving time jand minimiz- 
ing the chance of error. , j i | 

(Pp. 42-45); M. & R., 161-168; H., ^43-345; S. P.] 142-145; D., 36-37. 
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ACCOUNTING AND BOOKKEEPING SOLUTIONS 9 

2. Do the same for the Journal. 

2. On the debit side Notes Receivable column and Accounts 

Payable column ; on the credit side Notes Payable column. 
The advantages of the Notes Payable qolumn are exactly 
those which have been mentioned in connection with the 
Expense column on the credit side of the Cash Book. In 
addition to these advantages, we may say on behalf of the 
Accounts Receivable and of the Accounts Payable columns, 
that they make possible the keeping of controlling accounts, 
for it should be recalled that controlling accounts are only 
practical when special columns in books of original entry 
are provided. (The advantages of the three columns have 
been discussed, whereas the student is called upon to give 
this information, for only one of them.) 

(Pp. 42-45); M. & R., 161-174; D., 37-38. 

3. What are Controlling Accounts? Describe them, pointing 

out their advantages. 

3. See answer to Exercise 2, Group One, page 1. 

4. Show that special columns are essential for the use of Con- 

trolling Accounts, 
4. Without special columns Controlling Accounts would not 
exist, because to keep summary accounts in the General 
Ledger would necessitate the compiling of information re- 
garding the totals to be posted. But if there were no spexjial 
columns in books of original entry, these totals could be 
obtained only by a separate tabulation and compilation. 
The making of this separate tabulation would necessitate 
extra posting or else arrangement of the items by means of 
analysis. The only way to avoid this analysis would be to 
take the totals from the accounts in the separate ledgers, 
and to post such totals into the summary account of the 
General Ledger. But in this case errors which were made in 
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10 STUDENT'S HANDBOOK OP ACCOUNTING 

the subsidiary Ledger would be duplicated in the General 
Ledger, and the check provided by real Controlling 
Accounts, would be absent. 
(P. 31); C, 54, 55, 59, 61; M. & R., 161; E., 124-127. 

5. For what items do we employ the Journal in advanced book- 
keeping? Why is this sof 

5. The Journal is employed, in advanced bookkeeping, only for 
such original entries as have not had provided for them 
special books of original entry. Thus sales and purchases 
and cash items are not entered in the Journal. Even re- 
turned purchases and returned sales are frequently not 
entered in the Journal, because ** return" books are em- 
ployed. Hence the Journal is really employed very little 
during the ordinary routine of a business, but is used for 
opening and closing entries, and for adjustments. This is 
so because experience has made clear that maximum effi- 
ciency is obtained only through the use of specialized books. 
Accordingly, specialized books (really specialized journals) 
have been developed to such a point that very little is left 
for Journal entries. 
H., 343; B., 18-19, 64-65; S. P., 89-92. 

Group Two 
2. Enter the follounng transactions: 
May, 1913. 

1. L, B. Collins began the flour and grain business by invest- 
ing cash $8,500.00, office furniture $300,00, and mer- 
chandise as follows: 1,000 bu. wheat @ $1.00; 850 bbl. 
potatoes at $2.00; total investment, $11,500.00. 

1. Paid in cash: Bent, $75.00; printing and stationery, 

$18.50; office fixtures, $125.00. 

2. Bot. of L. C. Smith, 2/10, n/30, 2,000 bu. corn @ 60c, 

$1,200.00. 
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ACCOUNTING AND BOOKKEEPING SOLUTIONS 11 

2. Bot. of B. Rogers, 2/10, n/30, 200 bbl. flour @ $7.80, 

$1,560.00, 

3. Bot. of B. Brown, on account, 2,000 bu. wheat @ $1.00, 

$2,000.00. 

4. Sold B. Thorn & Bro., on account, 1,000 bu. corn @ 80c, 

$800.00. 

4. Sold M. Mullin & Son, on their IB-day note, 150 bbl. flour 

@ $10.00, $1,500.00. 

5. Beturned to B. Rogers 10 bbl. flour @ $7.80, on account of 

poor quality. Received credit for $78.00. 

6. Discounted my own two-months' note at bank. Face 

$5,000.00, discount $50.00, net proceeds $4,950.00. 
6. Paid in cash: Clerk hire, $40.00; tip to janitor, $5.00. 
6. Drew for private use, cash, $100.00. 
6. Sold Brown & Bobbins, on their 10-day note, 1,000 bu. 

wheat @ $1.25, $1,250.00. 
6. Donated to Salvation Army,l bbl. flour, $8.00; to Sea Side 

Home, cash, $5.00. (Charge to Expense Account; credit 

Sales Account and Cash Account, respectively.) 
8. Sold Cooper & Co., 2/10, n/30, 600 bbl. potatoes @ $2.25, 

$1,350.00. 

9. Sold Thom & Bro., 2/10, n/30, 100 bu. wheat @ $1.25. Sold 

H. Lee, on acct., 500 bu. wheat @ $1.25. 

10. Paid L. C. Smith, cash, in full of account of inv. of 5/2 less 

2% $1,176.00. 

11. Bot. of L. C. Smith, 2/10, n/30, 200 bbl. potatoes @ $1.50. 

Bot. of E. M. Case, on acct., 300 bbl. potatoes @ $1.50. 

12. Paid B. Rogers, on account, cash, $1,000.00, receiving credit 

for $1,020.00. {Note. — This is a part payment of the May 
2 invoice; 2% of $1,000.00 is $20.00, the credit to Dis- 
count on Purchases Account. Mathematically and theo- 
retically, we should have received credit for $1,020.41, 
$1,000 divided by 98%. The practice varies.) 
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12 STUDENT'S HANDBOOK OF ACCOUNTING 

.13. Gave B. Rogers my 30-day note for balance of account, 
$462.00, Sold B. Doe, on acct., 400 hu. wheat @ $1.25. 

13. Paid clerk hire, cash, $50,00. 

13. Sent goods home for private use, 2 bbl. flour @ $9.00, 
$18.00. . Bot of H. M. Case, on acct., 500 bbl. potatoes @ 
$1.50. 

15. Gave B. Brown my 15'day note, on account, $1,000.00. 

16. Discounted Mullin's note of 5/4, proceeds $1,499.25. 

17; Cooper & Co. paid their invoice of 5/8, less 2% cash, 
$1,323.00. 

19. Thorn & Bro. gave us their 15'day note for invoice of 5/4, 

less 1%, $792.00. {Charge Notes Bee. Account $792.00, 
. Disc, on Sales Account $8.00; credit B. Thom <6 Bro. 
$800.00.) 

20. Bot. sto^e property for $6,000.00, cash. {Charge Beat Es- 

tate Account.) 
22. Paid plumbing bill, cash, $25.00. 
26. Paid B. Brown in full of account, cash, $1,000.00. 

30. Paid my note of 5/15, favor of B. Brown, cash, $1,000.00. 

31. Paid in cash: Clerk hire, $50.00; gas bill, $7.50; telephone 

bill, $12.00. 
Enter in books of original entry {Sales Book, Purchase 
Book, special column Cash Book, special column Journal) 
the review set furnished you herewith. The columns in 
the Cash Book, debit side, are Accounts Beceivable, Dis- 
count on Sales, Net, General; on the credit side,.Accounts 
Payable, Discount on Purchases, Net, General. 

The Journal contains six columns: Notes Beceivable, 
Accounts Payable, General, on the debit side; on the 
credit side. General, Accounts Beceivable, Notes Payable. 
The Sales Book contains three money columns: the first 
for extensions; the second for cash sales; and the third 
for ordinary sales. 
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18 STUDENT'S HANDBOOK OF ACCOUNTING 

2. Post io the three Ledgers (Oeneral, Customer s% and Cred- 
itors^), keeping them apart from each other. If loose 
Ledger sheets are employed, make sure that no sheet con- 
tains accounts belonging to another Ledger. Allow five 
lines each, in the General Ledger, for Accts. Bee. and 
Accts. Pay. No Personal Account, except the proprie- 
tor's, should he in the General Ledger. 

2. No solution is necessary. The answer to Exercise 3, follow- 

ing, will be suflBcient. 

3. Take a Trial Balance of the General Ledger. Prepare 

schedules of the Sales Ledger and of the Purchase Ledger. 



3, TrUl Bslanee 






Mat 31, 


1913 






L. B. Collins, Proprietor (or Capital) • 






$n,382.00 


Real Estate 




$6,000.00 




Mdse. Inventory 




2,700.00 




Mdse. Purchases 




6,182.00 




Furniture and Fixtures 




425.00 




Interest and Discount 




50.75 




Notes Payable 






5,462.00 


Notes Receivable 




2,042.00 




Expense 




296.00 




Accoimts Receivable 




1,250.00 




Accoimts Payable 






1,500.00 


Discoimt on Sales 




35.00 




Discounts on Purchases 






44.00 


Mdse. Sales 






6,176.00 


Cash 


3 Ledger: 


6,583.25 
$24,564.00 






$24,564.00 


Schedule of Customers' Balances in Sala 




H.Lee 




$625.00 




B. Doe 




500.00 




R. Thorn & Bro. 


lase Ledger: 


125.00 




Total 


$1,250.00 




Schedule of Creditors' Balances in Purcl 






H. M.Case . 




$1,200.00 




L.C. Smith 




300.00 




Total 


$1,500.00 
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ACCOUNTING AND BOOKKEEPING SOLUTIONS 19 

4. // you wish to do so, prepare the statements and close the 
books.* 

4 (a) statement of Asaets and Liabilities of L. B. CoDlns 

May 31, 1913 

Cash $5,583.25 Accounts Payable $1,500.00 

Notes Receivable 2,042.00 Notes Payable 5,462.00 

Accounts Receivable 1,250 . 00 

Furniture and Fixtures 382 .50 L. B. Collins, Prop., 

Real Estate 6,000.00 Net Capital 12,059.35 

Mdse. Inv. 5/31/13 3,763 . 60 

$19,021.35 $19,021.35 

*CMdfle. Inventory, $3,763.60; 10% depreciation on furniture and fixtures.) 

(5) Proflt and Loss Statement 

May 31, 1913 
Sales: $6,176.00 

Less Dis. on Sales 35.00 



Net Sales $6,141.00 

Mdse. Inv. 5/1/13 2,700 . 00 

Purchases 6,182.00 

8 882.00 

Less Inv. 5/31/13 3^763! 60 

Cost of Goods Sold 5,118.40 

Gross Profit on Sales $1,022.60 
Expenses: 

Bank Dis. $50.75 

Office Expense 156 . 00 

Office Salaries 140.00 

Offioe Furniture Depreciation 42.50 



389.25 
Less Dis. on Purchases 44.00 



345.25 



Net Profit $677.35 

(Proof: 

Proprietor's net investment $11,382 .00 

Net profit 677.35 

Net Capital $12,059.35) 
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SOLUTIONS TO EXERCISES 
CHAPTER IV 

SINGLE ENTRY VERSUS DOUBLE ENTRY 

Group One 

1. Differentiate between Single Entry and Double Entry Book- 

keeping. 
1. Single Entry Bookkeeping keeps so-called Personal Ac- 
counts only; Double Entry Bookkeeping keeps, in addition, so- 
called Real and Nominal Accounts. The accuracy of posting in 
Double Entry is proved by means of a Trial Balance; the less 
known and ;more cumbersome Proof of Posting is the correspond- 
ing device in Single Entry. Whereas the progress and condition 
can be obt«|.ined from both kinds of bookkeeping, this informa- 
tion when obtained from Double Entry books is far more reliable, 
and moreover* checking devices are available in the Double Entry 
system. But much more important still, not only can profits or 
losses be determined in Double Entry, as in Single Entry, but in 
the former system the sources of such profits are available. The 
importance of this item must not be overlooke d. In addition, 
Do uble Entry provides the means of preparingCstatisticftl infor - 
mation of great value , and because of the checks which it affords, 
acts.i^s a deterrent upon crime. 

(Pp; 7S-79, 81-82); M. & R., 17-18; C, 313-314; G., II, 205-206; M. B., 
AK)endix A; E., 54-65, 58-59. 

2. Mention three important items of information which could 

not be obtained from a Single Entry set, but which could 
be gotten from a Double Entry set. 
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SINGLE ENTRY SOLUTIONS 21 

2. (a) C ost of Biianuf acturi ng. 

(b) The deP q rfTnftnf jxrh\oh ifl Tnngf pynfifolilQ 

(c) What per cent, of total sales is rep r^HAnt.A<1 hy fhA 

amount paid for salaries during the year. 

(Any three items which deal with Nominal Accounts 

or statistical items would be equally correct.) 

(Same references as for Exercise 1, above.) 

3. Write a letter to the proprietor of a wholesale dry-goods 

house whose books have been kept by Single Entry so as 
to convince him that he should have them changed to 
Double Entry. 

3. Each letter should refer to the advantages of Double Entry 
over Single Entry, and should, moreover, show the application 
of these advantages to the specific problems of the individual con- 
cern involved. The advantages have already been enumerated in 
answers to Exercises 1, 2 and 4 of Group One, and in the sum- 
mary on pages 81-82 of Elements of Accounting. The examples 
of the specific references to the books of a wholesale dry-goods 
house are herewith given : 

(a) The profits on domestic laces could be separated from the 

profits on the imported laces. 

(b) The yearly cost of advertising could readily be ascertained. 

(c) Information as to the progress of each department could 

readily be ascertained, etc., etc. 

4. Argue in favor of Double Entry for a retail furniture con- 

cern. 

4. A considerable number of accountants believe that Single 
Entry is as practical as Double Entry for retail concerns. That 
this is not so, and especially not so for retail furniture stores, is 
about to be made clear. Though it is true that most importance 
should attach to the number of accounts with customers which 
must be kept, it is nevertheless true that the inconsiderable num- 
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ber of Nominal Accounts, which would serve a very useful pur- 
pose, could be kept without material increase in cost. This would 
bd so due to the well-known device of special columns in books of 
original entry, and when it is considered that the amount of 
work necessary for the proper maintaining of the Customers* 
Ledger necessitates the employment of a bookkeeper with' a suflS- 
cient knowledge to handle a modem Double Entry set, and when 
it is recollected, moreover, that practically no additional cost 
would be incurred by the keeping of the very important Nominal 
Accounts, it seems that the argument should be in favor of 
Double Entry books rather than in favor of Single Entry books. 
The burden of proof lies with him who defends Single Entry. 
N. C, 151-181; E., 67-68. 

5. How would you change a Double Entry set to a Single 

Entry one? 
5, This proposition is a theoretical one and does not, as a gen- 
eral rule, appear in actual practice. The theory upon which it is 
based is a simple one: the elimination from the Ledger of all 
except Personal Accounts. The accounts which will then remain 
are those which constitute a Single Entry Ledger. 

6. Outline a form for the '^Proof of Posting'' for a Single 

Entry Ledger to which postings are made from a Journal, 
Cash Book, Sales Book, and Purchase Book. 
(Solution on page 23.) 

7. State how you can ascertain the profit or loss of a hu^ness 

whose books have been kept by Single Entry. 
7. The only way of ascertaining the profit or loss of a concern 
whose books have been kept by Single Entry is to get the differ- 
ence between the present capital, as shown by a Statement of 
Assets and Liabilities, and the net investment of the concern. 
(Pp. 71-72); M. & R., 14; K., 17, 19; D., 19-20; E., 67. 
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6. (Question on page 22.) Proof of Posting 
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Journal, page 1 
page 2 
page 3 
Cash Book, posting column: 
debit side 
credit side 
Sales Book 
Purchase Book 



$2,150 00 
2,650 00 

4,875 00 



2,680100 
5,650 00 



$18,005 



00 



CREDITS 



$3,000100 
4,75000 
1,950|00 

4,321 100 
2,50000 



$16,521 00 



(Pp. 70-71); K, 18. 

8. Describe card Ledgers and loose-leaf systems. 

8. Card Ledgers are Ledger forms printed upon cardboard. 
The rulings may be the same as the regular form of Ledger, or 
they may be modified to suit specific conditions. The advantages 
usually mentioned on behalf of such cards are the following : 

(a) They are self-indexing. 
(6) They are easily accessible. 

(c) They minimize errors in posting. 

(d) They improve oflSce eflSciency. 

(e) **Dead" cards, that is, cards with people with whom we 

no longer deal, are filed away so as not to interfere 
with **live" accounts. 

The disadvantages attributed are principally: 
(a) They may be lost. 
(6) They may be misplaced. 
Loose-leaf systems are practically bound Ledgers with replace- 
able leaves. Almost all of the advantages of card ledgers are 
attributed to loose-leaf systems, but it is claimed for them that 
the disadvantages of the card system have been eliminated. 
(Pp. 70-81); H., 348-350; M., 309-311, 507; N. C, 158-160. 
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Group Two 
L. L. E. Smyihe began bt^ness on April 1, 1912, by investing 
cash, $3,000.00; merchandise, $1,700.00; and office furni- 
iure, $400.00. His withdrawals were as follows: July 3, 

1912, cash, $100.00; Dec. 27, 1912, cash, $250.00; Feb. 5, 

1913, merchandise for private use, $30.00. On March 31, 
1913, his Ledger contains his own account and also the 
folUnving balances: 

(a) Customers: 

BaUey & Co. $495.00 

B. Sommers 1,365.00 

Jansen & Bowe 2,400.00 

T. L. Sellers 590.00 

(5) Creditors: 

Cole & Johnson $1,500.00 

Allis & Co. 490.00 

From other sources of information it is ascertained that the 
cash in bank amounts to $6,415.00, and that there is $165.00 
in the safe. The goods are inventoried at $3,400.00; office 
furniture, $300.00; Mr. Smythe holds a note in his favor for 
$200.00; while he has outstanding two notes of $4,000.00 
each, both in favor of his hank. 

(a) Find the present value of Mr. Smythe's business, 

March 31, 1913. 

(b) Find his net profit or net loss. 

1 (a). Stoteiyient of Asaeto and limblllties of L. B. Smythe 

March 31, 1913 

Liabilities 
Accounts Payable $1,990.00 

Notes Payable 8,000 . 00 

Total lAcMities $9,990 . 00 

L.E. Smythe, Net Capital 5,340.00 



Assets 




Cash (in bank) 


$6,415.00 


Cash (in safe) 


165.00 


Mdse. Inventory 


3,400.00 


Accounts Receivable 


4,850.00 


Notes Receivable 


200.00 


Office Furniture 


300.00 




$15,330.00 



$15,330.00 
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SINGLE ENTRY SOLUTIONS 

Stattment of L. B. Smythe*! Proilt 

FOR THB Year Ended March 31, 1913 



Net Capital, as per Statem^it of Assets and Liabilities, March 

31, 1913 
Net Investment, as per Ledger 

Net Profit 

(Pp. 71-72, 74); K., 21; G., I, V-8. 

2. Change the old books to the Double Entry system, 
2 (a) Entry in oldJournal : 
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$5,340.00 
4,720.00 

$620.00 



March 31, 1913 

L. E. Smythe, Prop., Cr. $620.00 

To credit Mr. Smythe's a/c with the net profit for the first year 

as per Statement of Profit. 

(This entry should be made whether books are to be changed to 

double entry or not.) 



(b) 







March 31, 1913 














I have this day decided to change my 
books from Single Entry to Double Entry. 


























The following items constitute a true 














exhibit of my condition to-day: 












3 


Cash 


6,680 


00 








5 


Mdse. Inventory 


3,400 


00 








V 


BaUey & Co. 


495 


00 








V 


R. Sommers 


1,365 


00 








V 


Jansen & Rowe 


2,400 


00 








V 


T. L. Sellers 


590 


00 








10 


Notes Receivable 


200 


00 








12 


Office Furniture 


300 


00 








11 


To Notes Payable 






8,000 


00 




V 


Cole & Johnson 






1,500 


00 




V 


Allis&Co. 






490 


00 




V 


L. E. Smythe, Prop. 

All of the above items have been posted 
as indicated. The itrems checked were al- 
ready in the Ledger. 






5,340 


00 



(Pp. 72-76); K., 19-20; G. A., 122-124. 
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3L Close the old books and open a new set to be kept by Double 

Entry, 
3 (a) Entry to close the old books, in the old Journal: 



March 31, 1913 

I have this day decided to change my 
books to Double Entry. The following 
entry is for the purpose of closing all the 
accounts in the old Ledger as a necessary 
preliminary. 



L. E. Smythe, Prop. 
Allis&Co. 
Cole & Johnson 
Bailey & Co. 
R. Sonuners 
Jansen & Howe 
T. L. Seller 



Dr. 
Dr. 
Dr. 
Cr. 
Cr. 
Cr. 
Cr. 



5,340 00 
490 00 

1,500 00 
495 00 

1,365 00 

2,400 00 
590 00 



(6) Entry to open the new books in the new Journal: 



3 

5 

6 

7 

8 

9 

10 

12 

11 

13 

14 

15 



April 1, 1913 

I have this day decided to open a new 
set of double entry books. The following 
items constitute my true condition to-day : 

Cash 

Mdse. Inventory 
Bailey & Co. 
R. Sommers 
Jansen & Rowe 
T. L. Sellers 
Notes Receivable 
Office Furniture 
To Notes Payable 

Cole & Johnson 

AlUs & Co. 

L. E. Smythe, Prop. 

All of the above items have been posted 
as indicated. 



6,580 00 
3,400 00 

495 

1,365 00 

2,400 00 

590 00 

200 00 



300 



00 



8,000 

1,500 

490 



5,340 00 



00 
00 
00 



(Pj>. 76-77); K., 20-21. 
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4. Open the new books, introducing customers' and creditors' 

Controlling Accounts. {Assume that the old hooks' have 
been closed as in 3 (a), page 26.) 
(Solution on page 27.) 

5. Make the last Single Entry Journal entry in Mr. Smythe's 

hooks. 
5. 

March 31, 1913 

L. E. Smythe, Prop., Cr. $620.00 

To credit Mr. Smythe's account with the net profit for the first 
year, as per Statement of Profit. 

(This Journal entry should be made whether books are to be 
changed to double entry or not.) 

(P. 74.) 

6. Show Mr. Smythe's a>ccount in the old Ledger after posting 

the entry referred to in, the last question. 
(Solution on page 28.) 
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SOLUTION TO EXERCISES 

CHAPTER V 

PAETNEESHIP ACCOUNTING 

1. State the six most essential points in a copartnership agree- 
ment. 

Group One 

1. Besides the perfunctory ones such as date, names of parties, 

etc., the following are the six most essential points : 
(a) Rights and duties of the partners. 
(6) Division of profits and losses. 

(c) Compensation of partners. 

(d) Limitation on drawings. 

(e) Interest on investments. 

(/) The procedure in case of death or dissolution. 

(Pp. 88-89); H. L., 247-250; G. L., 229-234; M., 41-44; G. A., 147-149; 
D., 52-53. 

2. How are profits divided between partners? 

2. Equally, except in the case where a specific agreement is made 

to the contrary. In case such specific agreements are en- 
tered into, profits are then divided as stipulated. Common 
divisions are in fixed ratios as % and % ; % and % ; % and 
%; and in proportion to original investment, net invest- 
ment or average investment. 

(Pp. 93-94); G. A., 173-176. 

3. Mention one legal and one accounting step necessary in case 

of the death of a partner. 
30 
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PARTNERSHIP ACCOUNTING SOLUTIONS 31 

No legal step is prescribed by statute, not even the customary 
notice necessary in case of ordinary dissolution. One of 
the accounting steps which is essential is to close the books 
for the purpose of ascertaining the interest of the deceased 
partner in the business at the time of death, unless the 
articles of copartnership specified a different procedure. 

H. L., 251; G. L., 176, 240; D., 105. 



4. Analyze and discuss the following clause, taken from a cer- 
tain partnership agreement: 

^^VIIL And it is further agreed that the said party 
of the second part is to pay to the said party of the 
first part the sum of three thousand dollars ($3,000,00) ; 
for which the said party of the second part shall receive 
a one-third {1-3) interest in the said business of the 
said party of the first part, ..." 

4. This clause is presented because of the ambiguity which is fre- 
quently met with in practice, in similar situations. The 
intention of the partners, to judge by Clause VIII referred 
to, is that the incoming partner is to pay $3,000 personally 
to the original partner, in return for which the original 
partner is to transfer one-third of his existing capital to the 
said incoming partner. This seems to be the plain intent of 
the clause, but it is just possible, and in practice it is quite 
probable, that the incoming partner thought he was to con- 
tribute $3,000 to the new firm's capital, for which he was to 
receive a one- third interest in the joint capital thus created. 
The suggestion of the accountant should be that the parties 
at issue should clearly arrive at a mutual understanding of 
just what they wish to do and then to set it down in lan- 
guage unmistakable and unambiguous. 

(Pp. 105-106); M., 41. 
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5. Define investment, net investment, average investment. 

Drawing Account, interest on investment. 
5. Definitions: (Every definition should consist not only of the 
definition as ordinarily understood, but in addition, if pos- 
sible, it should be supplemented by an illustration.) 

(a) Investment. The investment has reference to the amount 
contributed by a proprietor, whether individual or partner, to his 
concern. It is a very general term and is likely to be misunder- 
stood. It may refer to his original investment or to his net in- 
vestment, and, in some cases, even to his average investment. As 
an illustration, Mr. Doe's investment (page 95 of Elements of 
Accounting) was $6,000.00. His net investment, as will be 
explained in (6) below, was $5,800.00. 

(6) Net Investment. The net investment represents the dif- 
ference between the original investment, or the investment at the 
beginning of a period, and the total of withdrawals during the 
period. However, if there have been additional investments be- 
sides the original or first-of-the-period investment, then such 
additions are to be taken into consideration before determining 
the amount of the net investment. In the case of John Doe (page 
95 of Elements of Accounting), the net investment was $6,000.00 
plus $150.00 less $350.00, or $5,800.00. 

(c) Average Investment. The average investment is an 
amount somewhere between the maximum and the minimum in- 
vestments for the period under review. It is found by taking 
into consideration the time during which the investment was at 
the service of the business. In the case of Mr. Doe (pages 95-96), 
it was a few cents more than $6,008.00. 

(d) Drawing Account. The Drawing Account is the name 
given to that portion of a partner's interest in the business which 
is not shown in his capital account. To this Drawing Account are 
carried the withdrawals of money during the current period, as 
also any additions which arise in consequence of routine and un- 
usual items, accruing to the partner's credit. The net profit or 
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loss for the period is also earried to this account, at which time 
the balance is adjusted either by a transfer to the Capital Ac- 
count, or by permitting the balance to remain for the next 
period, depending upon agreement between the partners. A 
synonym for Drawing Account is Personal Account or Private 
Account. An illustration of this account will be found on page 
95 of Elements of Accounting (John Doe, Personal). 

Some untrained bookkeepers regard the Drawing Account as 
synonymous with Partners' Salary Account. That this is not the 
case should hardly require emphasis. 

(e) Interest on Investment, By interest on investment is 
meant an allowance of interest, always hy agreement, on the in- 
vestments of the partners. The rate of interest is subject to 
agreement, as well as the amount upon which it is to be based. 

It sometimes refers to the interest which stocks and bonds, 
owned by the business, have earned. 

Group Two 

1. The net profit of the firm of A,, B., and C. was found to be 
$6fi00.00. The net investment of the firm was $80,000,00, 
divided as follows: A,, $40,000.00; B,, $25,000,00; C, 
$15,000,00. Show Journal entry to apportion the net 
profit. 



Profit and Loss 


$6,000.00 




To A, Drawing % 




2,000.00 


B, Drawing % 




2,000.00 


C, Drawing % 




2,000.00 



(In the absence of a specific agree- 
ment to the contrary, remember that 
profits are divided equally between 
partners.) 

(P. 93.) ^k 



^ 
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2. D. and E. are partners. Part of D/s original investment 
consisted of ten shares of Old Jersey Bridge Co. stock, 
guaranteed by him to be worth $60,00 per share, and 
accepted and entered at this figure. At the end of the 
year the stock was disposed of at $18,00 per share. Make 
the necessary entries. 

2. (At the time of the formation of the partner- 
ship, an entry was made, debiting, among the 
other assets. Old Jersey Bridge Company Stock 
for $600.00, while the credit to D's capital ac- 
count included this amount.) 

Cash $180.00 

D 's Drawing % 420.00 

To Old Jersey Bridge 

Company Stock $600.00 

(Instead of charging D's Drawing 
Account, some accountants would 
prefer to charge his Capital Ac- 
count. Do as you please in the mat- 
ter.) 

3. Find Richard Roe's average investment. (See page 95.) 
3. Richard Roe 



50x9 

50x8 

100x4 

50x1 


$450.00 

400.00 

400.00 

50.00 


4000x12 $48,000.00 
1,300.00 

12 46,700.00 


(Pp. 95-96). 


$1,300.00 


Average investment $3,891 . 67 



4. Show the Journal entry to apportion the profit of $1,000.00 
between Doe and Roe {see page 95) in case it is provided 
that: 
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(a) Profits are to be shared equally. 
(6) Profits are to be shared in proportion to average 
investments. 



4. (a) Profit and Loss 


$1,000.00 




To John Doe, Drawing 




$500.00 


Richard Roe, Drawing 




500.00 


(6) Profit and Loss 


1,000.00 




To John Doe, Personal 




606.89 


Richard Roe, Personal 




393.11 


6008 

IT 4rinnn — 


$606.89 




9899.67 




3891.67 


$393.11 




9899.67 
(Pp. 93-96.) 





5. Suggest some arrangement between Doe, Roe, and Soe {see 
page 97) to avoid even the last Journal entry shown. 
{The object of this question is to test the student's ability 
to get at the basic meaning of accounting solutions.) 

5. Roe might pay Doe $5.00 and Soe might pay Doe $10.00. 

(Pp. 97-98.) 

6. To how much interest is Richard Roe entitled at six per 

cent, per annum f (See page 95.) 

6. The solution to Exercise 3, Group Two, above, shows that 

Richard Roe's investment was equivalent to an investment 
of $46,700.00 for one month. 1/2% (1/12 of 6%) of 
$46,700.00 is $233.50, the required interest. 

(Pp. 98-99.) 

7. You are requested to determine the good will of a concern 

from whose books you gather the following facts: 

Net investments during 1908, $16,000.00; 1909, $18,- 
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500.00; 1910, $20,000.00; 1911, $20,000,00. The net 
profits during the same period were: 1908, $2,900.00; 
1909, $3,100,00; 1910, $4,000,00; 1911, $2,600.00, 
You also find that no interest had been allowed on 
Capital Accounts, and that fair depreciation on fix- 
tures and proper deductions for bad debts had been 
made. 



7 (a) 



Working Sheet 









INTEREST ON 




TJAR8 


INVESTMENTS 


NET PROFITS 


INVESTMENT 

©6% 


EXCESS 
PROFITS 


1908 
1909 
1910 
1911 


$16,000.00 

18,600.00 
20,000.00 
20,000.00 


$2,900.00 
3,100.00 
4,000.00 
2,600.00 


$960.00 
1,110.00 
1,200.00 
1,200.00 


$1,940.00 
1,990.00 
2,800.00 
1,400.00 




Average Yearly Excess Profits 


4 $8,130.00 




$2,032.60 



(6) The above analysis discloses the fact that the average ex- 
cess profits per year amounted to $2,032.50. The experience of 
accountants is that in paying for good will, from two to five 
years' purchase of the excess profits is a usual payment. The 
actual purchase price must be determined between the buyer and 
the seller, but on the basis of experience it is suggested that from 
two to four times $2,032.50, or from $4,065.00 to $8,130.00, be 
the amount allowed for good will. 

(Caution : This statement is made despite the fact that during 
the last year, 1911, there occurred a falling off in net profits from 
$4,000.00 to $2,600.00. This decline in profits must be explained 
before anything should be allowed for good will. If the decline 
is likely to continue, or if it cannot be explained away on logical 
grounds, then the question arises whether there is the likelihood 
of profits continuing upon change of proprietorship. If the an- 
swer is in the negative, the report made above would be modified 
accordingly.) 

(Pp. 103-105); M., 131-135; G. L, 15, 166-167. 
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8. F. and O. are partners in a wholesale dry-goods business. 
F., the senior partner, agrees to retire, accepting for his 
interest $8,000.00 cash and five notes of $2,000.00 each, 
without interest, maturing at two-month intervals, cowr 
mencing six months hence. The following Balance Sheet 
is prepared prior to paying F. off: 



Batonce Sheet of F. * G* 

December 31, 1914 
Assets LiABiLrriEs and Capital 

$15,500.00 
11,000.00 



Cash 


$12,000.00 


Notes Payable 


Notes Receivable 


10,000.00 


Accounts Payable 


Accounts Receivable 


24,000.00 




Merchandise 


10,000.00 


Total LiabiUties 


Fixtures 


2,500.00 


F., Capital 
G., Capital 



$58,500.00 



$26,500.00 

17,000.00 
15,000,00 

$58,500.00 



Required, the entry or entries when paying F. oflf. 



8 (a) 



Goodwill 
To F, Capital 



(6) 



F, Capital 
To Cash 

Notes Payable 
Notes Payable 
Notes Payable 
Notes Payable 
Notes Payable 

(P 102.) 



$1,000.00 



18,000.00 



$1,000.00 



8,000.00 
2,000.00 
2,000.00 
2,000.00 
2,000.00 
2,000.00 



Prepare a form of dissolution notice in the above premises. 
(See advertisements in the daily papers.) 
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9. Dissolution Notice 

State op New York, City op New York, ss: 

I, G, of the City of New York, successor and assignee of all the 
assets and good will of F and G, heretofore conducting business 
within this State for more than three years, do hereby certify 
that I intend to continue conducting or transacting said business 
under the name of F and G, at 32 Water Street, Borough of Man- 
hattan, in the City of New York, State aforesaid, and that the 
true or real name of the person conducting or transacting the 
same is as follows : 

Name 

P. 0. Address 
32 Water Street 
New York City 

State of New York, City op New York, County op New York, 



On this 31st day of December, 1913, before me personally ap- 
peared G, to me known and known to me to be the individual 
described in and who executed the foregoing certificate, and he 
thereupon acknowledged to me that he executed the same. 



• • • ., 

Commissioner of Deeds, City of New York. 
(See Legal Notices in newspapers.) 

10. Show the Balance Sheet after posting solution for Exer- 
cise 8. 
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Assets 

Cash 

Notes Receivable 

Accounts Receivable 

Merchandise 

Fixtures 

Groodwill 



Bafamee Shzet of F. A O. 

Dbcbmber 31, 1913 

LlABILniES AND CAPITAL 



$4,000.00 
10,000.00 
24,000.00 
10,000.00 
2,500.00 
1,000.00 

$51,500.00 



Notes Payable 
Accounts Payable 

Total Liabilities 

G, Capital a/c 



$25,600.00 
11,000.00 

$36,500.00 

16,000.00 

$51,600.00 



11. Make Journal entry if H. pays $20,000.00 cash to the busi- 
ness and receives therefor a one-half interest in it. 
XAf^^ P' *^ retired.) 
11 

$5,000.00 

$5,000.00 



(a) Goodwill ♦ 

To G, Capital a/c 



(6) Cash 

To H, Capital a/c 

(P. 106.) 



20,000.00 



20,000.00 



12. Entry if he pays O $7,000.00 personally for a one-half 

interest. 
12 

7,500.00 



G, Capital a/c ♦ 

To H, Capital a/c 

(P. 105-106.) 



7,500.00 



13. Entry if he invests $20,000.00 in the business, receiving a 

proportionate share in it. 

13 

Cash 20,000.00 

To H, Capital a/c 20,000 . 00 

(P. 105.) 

*"A one-half interest" does not always signify fifty per cent, of the capital 
investment; it may mean a fifty per cent, sharing of profits alone. 
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14. Entry for Exercise 11 if payment was only $12fi00.00. 

Show resulting Balance Sheet. 
14 

12,000.00 



(a) Cash 

To H, Capital a/c 

(b) G, Capital a/c 

To H, Capital a/c 



1,600.00 



12,000.00 
1,500.00 



Bmlance Sheet of G. & H. 



Assets 
Cash 

Notes Receivable 
Accounts Receivable 
Merchandise 
Fixtures 
Goodwill 



(P. 107.) 



$16,000.00 

10,000.00 

24,000.00 

10,000.00 

2,600.00 

1,000.00 



$63,600.00 



Liabilities' and 
Notes Payable 
Accounts Payable 

Total Liabilities 

G., Capital a/c 
H., Capital a/c 



Capital 
$26,600.00 
11,000.00 

$36,600.00 

13,600.00 
13,600.00 

$63,600.00 



15. If in Exercise 1, Group Two, page 24, Mr, Smythe admitted 
James Franke to a one-third interest in the business 
upon the investment by the latter of $2,000.00, one-half 
cash and one-half by a six months' note, with interest at 
five per cent,, show the entries to open a new set of books, 
employing Controlling Accounts. 
(Solution on page 42.) 



16. L. and M. are partners sharing losses and gains equally. 
Their books show a credit balance in L.'s account of 
$6,000.00 and in M.'s of $2,000.00. Their assets amount 
to $5,000.00, and their liabilities to $2,500.00. What is 
the financial relationship between the partners after pay- 
ing the liabilities f 

16. It is evident that if the assets amount to only $5,000.00, while 
the liabilities amount to $2,500.00, that upon the payment 
of the liabilities but $2,500.00 will remain for division 
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among the partners. Inasmuch as their joint capital is 
$8,000.00 ($6,000.00 plus $2,000.00) there must have been 
a loss of $5,500.00 J ($8,000.00 less $2,500.00). In the ab- 
sence of a specific agreement to the contrary, we know that 
profits and losses are to be shared equally between part- 
ners. Hence, the loss of $5,500.00 is to be borne equally 
by Messrs. L and M. Accordingly, each is to be charged 
with a loss of $2,750.00. The capital accounts of the two 
partners upon posting this loss follow : 

L, Capital 



J^ Net Loss $2,750.00 



$6,000.00 



M, Cairftal 



H Net Loss $2,750.00 



$2,000.00 



An inspection of the foregoing accounts reveals the fact that L 
is entitled to $3,250.00, whereas M has already (practically) over- 
drawn his account by $750.00. Therefore, the $2,500.00 of assets 
which still remain should be given to Mr. L, who would then still 
be entitled to $750.00. This is just the amount which Mr. M 
owes to the concern, and he must pay it to Mr. L. A specific 
answer to the question is, therefore, that upon the payment of 
the liabilities Mr. L is to receive the balance of assets, $2,500.00, 
and that then Mr. M still owes to Mr. L the sum of $750.00. 
(G. L, 90-91, 185.) 
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15. (Question on page 40.) 



Accts. 
Pay. 



General 



$8,580 
3,400 
4,850 



200 
300 



1,000 
1,000 



446 



66 



L.F. 



L. E. Smythe and James 
Franke have this day 
formed a copartnership 
under the firm name of 
The invest- 



ments of each partner are 
shown in the following 
entries: 

Investment by Mr. Smythe : 

Cash 

Mdse. Inv. 
Accts. Rec. 

Bailey & Co. $495.00 
R. Sonmriers 1,365.00 
Jansen & Rowe 2,400.00 
T. L. Sellers 590.00 

Notes Rec. 
Office Furniture 
To Accts. Pay. 

Cole & J. 1,500.00 
Allis & Co. 490.00 
Notes Pay. 
L. E. Smythe, Cap. 

Mr. Franke's Investment: 

Cash 

Notes Rec. (6 mo.) 
To James Franke, Cap. 



L. E. Smythe, Cap. 
To James Franke, Cap. 

Transfer from Mr 
Smythe's to Mr. Franke's 
a/c of $446.66, to adjust 
partnership relations be- 
tween them, as per agree- 
ment. 



L. F. 



(Pp. 46, 54, 105-107.) 



General 



$1,990 



8,000 
5,340 



2,000 



446 



00 



00 



66 



Accts. 
Rec. 



Digitized by 



Google 



SOLUTIONS TO EXERCISES 

CHAPTER VI 

CORPORATION ACCOUNTING 

Group One 

1. Whai is a corporation? 

1. It is very difficult to define a corporation, so instead of pre- 
senting an original one, let us take Chief Justice Marshall's defi- 
nition : 

'* A corporation is an artificial being, invisible, intangible, and 
existing only in contemplation of law. Being the mere creature 
of law, it possesses only those properties which the charter of its 
creation confers upon it, either expressly or as incidental to its 
very existence. These are such as are supposed best calculated 
to effect the object for which it was created. Among the most im- 
portant are immortality, and, if the expression may be allowed, 
individuality; properties by which a perpetual succession of 
many persons are considered as the same, and may act as a single 
individual. They enable a corporation to manage its own affairs, 
and to hold property without the perplexing intricacies, the haz- 
ardous and endless necessity, of perpetual conveyances for the 
purpose of transmitting it from hand to hand. It is chiefly for 
the purpose of clothing bodies of men in succession with these 
qualities and capacities that corporations were invented, and are 
in use. By these means a perpetual succession of individuals 
are capable of acting for the promotion of the particular object, 
like one immortal thing." 

(P. 118); H. L., 256; G. L., 247-249; S. L., 211. 

Vl_ 

2. Differentiate between common stock and preferrM^tock, 

2. The stock of a corporation is its capital, that is, \Be repre- 
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sentation of ownership of the net capital of the corporation. 
Each share of stock, in general, entitles the owner to one vote for 
each share held, and to one part of the net assets upon dissolu- 
tion. The difference between common stock and preferred stock 
is, essentially, that the preferred stock is given certain rights 
not possessed by the holders of the common stock. The chief 
preference is that the preferred stock is entitled to a fixed rate 
of dividends before the common stock is entitled to any share of 
the profits. Accordingly, if the profits for a certain year are 
suflScient to allow a dividend on the preferred stock, say of 5%, 
but to leave nothing over for the common stockholders, the latter 
would receive no return on their investment during the period in 
question. If, however, the business for a certain period did not 
permit of the ** declaring'* of the stated dividend on the pre- 
ferred stock, but the second year's profits were such as to permit 
the payment of twice the yearly dividend, the holders of the 
preferred stock would be entitled to only 5%, while the balance 
would be available for the dividends to the common stockhold- 
ers. Some preference, however, is such as to provide for the 
accumulation of dividends, and such stock is called ** cumulative 
preferred." Such stock is entitled to the stated dividend each 
year; if no profits are available during one year the dividend 
*' passed" remains in favor of the preferred stock and is payable 
before any profits are available for the common stockholders. 

Preferences such as privilege of special voting, holding of 
office, etc., etc., may be granted to the holders of preferred stock, 
but in all such cases the action is the result of a special agree- 
ment expressed in the body of the preferred stock certificate. 

(Pp. 118^119); G. L., 264; H. L., 258-259; B. C, 404r417; R. C, 12a-128; 
S. C, 194r-199; C. 0., 91-104. 

3. What is the relation between the Capital Stock Account of 
the General Ledger and the Stockholders^ Ledger or 
Stock Ledger? 
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3. The Capital Stock Account of the General Ledger may be 
regarded as a controlling accounting of the Stock Ledger. If 
the total capitalization of, say, $100,000.00 has been subscribed 
and issued, then there will be found in the Stock Ledger the 
accounts of the stockholders aggregating 1,000 shares (par value 
$100). If all the stock has not been issued, however, then the 
difference between^ the Capital Stock Account of the General 
Ledger and the account which shows the unissued stock, also in 
the General Ledger, would be the controlling balance for the 
sum of all the balances in the Stock Ledger. 

(P. 120.) 

4. Differentiate between Unsubscribed Stock, Unissued Stock, 

and Treasury Stock. 

4. Unsubscribed Stock and Unissued Stock are frequently 
synonymous terms. In Elements of Accounting, Unsubscribed 
Stock is employed, while Professor Hatfield favors Unissued 
Stock. If any distinction exists between the two terms it lies in 
the fact that some subscribed stock may not yet have been issued 
(physically), while all unsubscribed stock has been unissued. 

The term Treasury Stock should be restricted to such stock as 
has already been issued by the company and then returned to 
the company, frequently by donation. The student should care- 
fully avoid employing the term Treasury Stock for Unsubscribed 
or Unissued Stock, as practiced by some writers on bookkeeping 
and accounting. 

(Pp. 129-130); H., 146-155; R. C, 128-130; C. O., 89-90. 

5. What are meant by dividends f Who is entitled to divi- 

dends? What is the difference between the apportion- 
ment of profits among the members of a firm and the 
voting of dividends by the board of directors of a cor- 
poration? 

5. (a) Dividends are such portions of the net profit or sur- 
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plus of a corporation as have been set aside by the directors or 
** declared'' for distribution among the stockholders of record. 

(6) All stockholders of record are entitled to dividends. A 
stockholder of record is one whose name is registered in the 
Stock Ledger as being the owner of stock acquired for value. 

(c) The profits of a firm are distributed among the members 
equally, or according to the articles of agreement. The distribu- 
tion is adjusted by means of a Journal entry and the profits so 
distributed are frequently left untouched by the members of the 
concern. The distribution among the members of a corporation 
is identical in that the profits are distributed in proportion to 
the interest of each stockholder (represented by holdings of 
stock). The difference lies in the fact that the ** declaration" of 
dividends leads to the paying out of actual money to stockhold- 
ers, whereas in the partnership, the money is not so paid out. 
(Pp. 135-138); B. C, 311-318; S. C, 180-191. 

6. Mention three important privileges enjoyed hy a corpora- 

tion which are denied partnerships. 

6. (a) Perpetual succession. 

(6) To deal in real estate with ease and facility as con- 
trasted with the complexities of partnership hold- 
ings, 
(c) Limitation of liability of its members. 
H. L., 262-263; G. L., 249-252. 

7. Mention two restrictive features applied to corporations 

which are absent in the case of partnerships. 

7. (a) Cannot set up usury as a defense. (In New York.) 
(6) Ultra vires. It can engage only in such activities as 

are specified or implied in its charter and by-laws. 

H. L., 263, 265-266: G. L., 252, 254; R. C, 14-20; S. L., 217-219; S. C, 
53-74. 

8. Outline the steps necessary to incorporate an industrial con- 

cern in your state. 
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8. In New York State the following steps are necessary : 

**A business corporation is formed in New York under the 
Business Corporations Law (Ch. 4 of the Consolidated Laws of 
1909) as foUows: 

*' Prepare three (3) copies of a certificate of incorporation. 
These certificates should be signed and acknowledged by the 
incorporators. Send two (2) of them to the Secretary of State, 
with directions that one (1) be filed and the other be returned 
as a certified copy of the original. The fees of the Secretary of 
State are ten dollars ($10.00) for filing the certificate, and fif- 
teen cents (15c.) per folio for recording; for certifying the copy, 
one dollar ($1.00). At the same time the organization tax 
should be sent to the State Treasurer. The tax amounts to fifty 
cents (50c.) per thousand dollars of the total authorized capital 
stock stated in the certificate ; minimum tax, five dollars ($5.00). 
The State Treasurer will send one receipt to the Secretary of 
State, who will attach it to the certificate of incorporation and 
will notify the person from whom he received it that it has been 
filed. The State Treasurer will also send a duplicate receipt to 
the remitter, which duplicate receipt should be attached to the 
third copy of the certificate, which is termed a duplicate orig- 
inal — ^the other original being filed by the Secretary of State. 
The duplicate original should then be filed in the office of the 
County Clerk of the county in which the principal office of the 
company is to be located. The County Clerk's fees are filing fee, 
six cents (6c.) per folio; recording fee, ten cents (10c.) per 
folio." 

(From Professor Qreendlinger's "Accountancy Problems,** 
ii, 230.) 

The certificate of incorporation should contain the clauses as 
outlined in Elements of Accounting, pages 116-117. 

(Pp. 115-118); G. II, 230-231; H. L., 257-258; also consult the corpora- 
tion laws of your own state. 
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Group Two 
1. A corporation is organized under the laws of the state of 
New York, with an authorized capitaUzation of $1,- 
000,000,00 divided into shares of the par value of $100.00. 

(a) Formulate entries, if all the stock is subscribed for 

and paid in cash. 

(b) If all is subscribed for, and the subscription agree- 

ment calls for payment in four equal quarterly 
installments, and the same are paid accordingly. 

(c) If the stock is all subscribed for at $90.00 per 

share. 

(d) Combine (c) and (a) above. 

(e) It is now found that the company has not sufficient 

working capital, so the stockholders agree to 
make a pro rata donation to the treasury of the 
company of 5 per cent, of their individual hold- 
ings. 

(/) One-half of the stock contributed is sold at par; the 
balance at $90.00. 

(g) Instead of (a), if only 80 per cent, had been sub- 
scribed for? 
1 (a) / 



(6) 



a^ Preamble 
a' Subscnptions 

To Cfapital Stock 
a* Cash 

To Subscriptions 


$1,000,000.00 

$1,000,000.00 
1,000,000.00 

1,000,000.00 


bi T.ike"ai'' 
b» Like "a«" 
b» Installment No. 1 
Installment No. 2 
Installment No. 3 
Installment No. 4 
To Subscriptions 
b* Cash 

To Installment No. 1 


$250,000.00 
250,000.00 
250,000.00 
250,000.00 

$1,000,000.00 
250,000.00 

250,000.00 



(Similarly for the other installments, as p 
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(c) 

(^ Like "ai" 

c> Subscriptions $900,000.00 

♦Discount on Stock 100,000 . 00 

To Capital Stock $1,000,000 . 00 

c* Cash 900,000.00 

To Subscriptions 900,000 . 00 

(*In New York State it is illegal to issue stock below par. This 
entry is made on the assumption that the transaction was for a 
corporation organized under the laws of a state permitting the 
issuing of stock below par.) 

(d) The combination of problem " c " and " a " has been shown in " c." The 
specific answer to "c" above was the entry for the subscription "c*." The 
specific answer to the combination of "c" and "a," was shown under the 
headings "cS" "c«," "c»." 



(e) 
(/) 



sury Stock $50,000 . 00 

To Working Capital Suspense $50,000 . 00 



fi Cash 47,500.00 

Working Capital Suspense 2,500 . 00 

To Tiaeasury Stock 50,000 . 00 

f» Working Capital Suspense 47,500.00 

To Working Capital 47,500 . 00 

to) 



gi Same as a^ 

g* Subscriptions $800,000.00 

Unsubscribed Stock 200,000 . 00 

To Capital Stock $1,000,000 . 00 

g» Cash 800,000.00 

To Subscriptions 800,000 . 00 

(Pp. 121-133); B. C, 21^227. 

What would be the entry if the corporation referred to in 
Exercise 1 issued first mortgage bonds, a first lien on all 
their property, to the amount of $50,000.00 and floated 
them at part 
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2 

(a) Cash $50,000.00 

To First Mortgage Bonds Payable $50,000.00 

(&) The foregoing entry is reduced to its simplest terms. In actual prac- 
tice, the following is really in accordance with the facts: 

(1) Unsubscribed Bonds Payable $50,000.00 

\ To Bond Authorization $50,000 . 00 

I (2) Subscriptions to Bonds 60,000.00 

To Unsubscribed Bonds Payable 50,000 . 00 

/ (3) Cash 50,000.00 

\ To Subscriptions to Bonds 50,000 . 00 

(4) Bond Authorization 50,000.00 

To First Mortgage Bonds Payable 50,000.00 

(Pp. 133-135.) 

3. Assuming that the underwriting expenses had amounted to 

$5,000,00, what would be the entry? ' 

3 

Underwriting Expenses (or Organization 

Expenses) $5,000.00 

To Cash $5,000.00 

(P. 134.) 

4. // the capital stock were to he increased to $2,000.00, what 

entry, if any, would be made at the time of authorization? 
At the time of subscription? 
4 

(a) Unsubscribed Stock $1,000,000.00 

To Capital Stock $1,000,000 . 00 

(6) Subscriptions 1,000,000.00 

To Unsubscribed Stock 1,000,000 . 00 

5. If, in (a) of Exercise 1, the authorized capitalization had 

been for 25 per cent, preferred stock and 75 per cent, 
common stock, what would be the entry? 
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5 

(o) Preamble 

(&) Subscriptions to Common Capital Stock $750,000.00 

Subscriptions to Preferred Capital Stock 250,000.00 

To Common Capital Stock $750,000 . 00 

Preferred Capital Stock 250,000 . 00 

(c) Cash $1,000,000.00 

To Subscriptions to Common Capital 

Stock $750,000.00 

Subscriptions to Preferred Capital 
Stock 250,000.00 

(P. 131.) 

6. The New Manufacturing Co, is organized under the laws of 
the State of New York, with an authorized capital of $1,- 
000,000,00 divided into shares of ^$100,00 each. The board 
of directors has regularly decided to issue $450,000.00 of 
stock for the. business of A. and F., and $500,000,00 for 
that of the Old Manufacturing Co., a corporation organ- 
ized under New York laws. Following is the accepted 
Balance Sheet of A. & F. at the date of purchase: 

Assets: cash, $5,000.00; notes receivable, $^0,000.00; 
accounts receivable, $140,000,00; plant and machin- 
ery, $200,000,00; A,'s Draunng Account, $1,000,00; 
liabilities: notes payable, $100,000,00; accounts pay- 
able, $56,000,00; A,'s Capital Account, $250,000.00; 
F.'s Capital Account, $150,000,00. 

The accepted Balance Sheet of the Old Manufacturing Co. is 
as follows: 

Assets: cash, $50,000,00; notes receivable, $100,000,00; 
accounts receivable, $200,000.00; plant and machin- 
ery, $150,000.00; good will, $100,000.00; liabilities: 
notes payable, $50,000.00; mortgage payable, $100,- 
000.00; capital stock, $450,000,00. 
(a) Make closing entries in books of A. & F. 
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(6) Make opening entries in hooks of New Manufac- 
turing Co. 
(c) Prepare Balance Sheet of New Manufacturing Co. 

6 (a) The closing entries in the books of A. & F. : 

(1) The entire business of A. and F., a copartnership, has this day 

been sold to the New Manufacturing Company, a corporation, 
organized under the laws of the State of New York, for 
$450,000.00 of the stock of the said corporation. The fol- 
lowing entries are made for the purpose of closing our books: 

(2) A, Capital $1,000.00 

To A, Drawing $1,000 . 00 

To transfer Mr. A's drawing ac- 
coimt to his capital account. 

(3) GoodwiU $51,000.00 

To A, Capital $25,500.00 

F, Capital 25,500.00 

The New Manufacturing Com- 
pany's purchase price was $450,- 
000.00 which is $51,000.00 in excess 
of the book valuation of our net 
capital. This excess, goodwiXLy is 
equally distributed between Messrs. 
A & F, as a profit on the transaction. 

(4) The New Manufacturing Co. $606,000.00 

To Cash $5,000.00 

Notes Receivable 210,000 . 00 

Accounts Receivable 140,000 . 00 

Plant and Machinery 200,000 . 00 

GoodwiU 51,000.00 

For the purpose of transferring all 
the assets of this company, including 
gx)dwill, to the New Manufacturing 
Company. 

(5) Notes Payable $100,000.00 
Accounts Payable 56,000.00 

To New Manufacturing Co. $156,000 . 00 

The New Manufacturing Co. as- 
sume aU the existing UabiUties of 
this firm. 

(6) New Manufacturing Co. Stock $450,000.00 

To New Manufacturing Co. $450,000.00 
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Received 4500 shares of the stock 
of the New Manufacturing Co.j in 
full payment of all claims agamst 
them. 

(7) A, Capital $274,500.00 

F, Capital 175,500.00 

To New Manufacturing Co. Stock $450,000.00 

Distribution of stock in full settle- 
ment of all claims of Mr. A and of 
Mr. F, as follows: 

Mr. A 2,745 shares 

Mr. F 1,755 shares 

(6) Opening entries on the books of the New Manufacturing 
Co.: 

(1) The New Manufacturing Company 

incorporated imder the laws of the 

State of New York on ., 19 

with an authorized capital of 

$1,000,000.00 

divided into 10,000 shares, each of a 

par value of $100.00 

(2) Subscriptions $950,000.00 
Unsubscribed Stock 50,000 . 00 

To Capital Stock $1,000,000 . 00 

Subscribers: 

A&F $450,000.00 

Old Mfg. Co. 500,000.00 

(3) Sundnr Assets of A & F $606,000.00 

To Sundry Liabilities of A & F $156,000.00 

Subscriptions 450,000.00 

Business of Messrs. A&F ac- 
quired as per agreement dated 

See Minute Book, 

page 

(4) Sundry Assets of Old Mfg. Co. $650,000.00 

To Sundry Liabihties of Old Mfg. 

Co. $150,000.00 

Subscriptions 500,000.00 
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Business of Old Manufacturing 
Co. acquired as per agreement dated 

See Minute Book, 

page 

(5) Cash $5,000.00 
Notes Receivable 210,000 . 00 
Accounts Receivable 140,000 . 00 
Plant and Machinery 200,000 . 00 
GoodwiU 51,000.00 

To Sundry Assets of A & F $606,000 . 00 

For the purpose of closing the 
credit accoimt (above) and placing 
upon the books the assets acquired. 

(6) Sundry Liabilities of A & F $156,000.00 

To Notes Payable $100,000 . 00 

Accounts Payable 56,000 . 00 

For the purpose of closing the 
Sundry Liabilities of A & F Accoimt. 
and placing their Uabilities, assumed 
by us, on the books. 

(7) Cash $50,000.00 
Notes Receivable 100,000.00 
Accounts Receivable 200,000 . 00 
Plant and Machinery 150,000.00 
GoodwiU 150,000.00 

To Sundry Assets of Old Mfg. Co. $650,000 . 00 

For the purpose of closing the 
credit account (above) and placing 
upon the books the assets acquired. 

(8) Sundry LiabiUties of Old Mfg. Co. $150,000.00 

To Notes Payable $50,000 . 00 

Mortgage Payable 100,000 . 00 

For the purpose of closing the 
Sundry Liabilities of Old Mf^. Co. 
Account, and placing their Uabilities, 
assumed by us, on the books. 
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(c) 



BAlanoe Sheet of New Bfanufacturliig Company 



Assets 
Cash 

Notes Receivable 
Accounts Receivable 
Plant and Machinery 
Goodwill 



$55,000.00 
310,000.00 
340,000.00 
350,000.00 
201,000.00 



(Date) 

Liabilities and Capital 

Notes Payable $150,000 . 00 

Accounts Payable 56,000 . 00 

Mortgage Payable 100,000 . 00 



Total Liabilities $306,000 . 00 

Capital 
Auth. 

Capital 

Stock $1,000,000.00 
Less 

Unsub. 

Stock 50,000.00 



Outstdg. 
Capitsd 
Stock 



$1,256,000.00 



$950,000.00 
$1,256,000.00 



(Pp. 145-154); G. II, 23-27, 78-83, 175-176, 183-184; R. C, 315-337. 

A corporation has an authorized capital of $100,000.00, of 
which 80% has been issued. The Profit and Loss Account 
shows a net profit of $18,000.00. The Board of Directors 
declares a dividend of 10%. 

(a) Show entries for the declaration of dividends and 

to close the Profii and Loss Account, 
(6) Show entry when L. M. Rich, the owner of sixteen 
shares of stock, is paid his dividend by check. 



(a) Profit and Loss $18,000.00 

To Dividends Payable " 

Surplus 

(♦Dividends are declared on capital stock, 
not on profits.) 

(6) Dividends Payable 
To Cash 

(Pp. 136-138); B. C, 227-229; R. C, 190-191. 
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8. Suppose that the partnership of F. & O. {Exercise 8, page 
37) were changed to a corporation under the laws of the 
State of New York, on February 1, 1914, with an author- 
ized capital of $50,000.00, divided into shares of $100.00 
each. 

(a) If all of the stock had been distributed to Messrs, 
F, and G., show the entries to close the partner- 
ship books and to open the corporation books. 
(6) // only $40,000.00 of stock had been given to 
Messrs. F. and O., show the corresponding en- 
tries in the old and in the new books. 
(c) // only $30,000.00 of stock had been so given to 
Messrs. F. and O., required, the corresponding 
entries. 

8 (a) To close the old books: 

(1) February 1, 1914 

The F & G Company 
has this day incorporated 
under the laws of the State of New York 
with an authorized capital of 

$50,000.00 
divided into shares of $100.00 each 

The following entries are made to close 
the old books, and to transfer all our 
assets and liabilities to the F & G Co., 
a corporation. 

(2) GoodwiU $18,000.00 

To F, Capital $9,000 . 00 

G, Capital 9,000.00 

Excess valiiation placed upon this 
business by the F & G Co., a corpora- 
tion, to which Messrs. F & G have 
agreed to sell their business as per articles 
of agreement executed this day. 
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(3) F&GCo. $76,500.00 

To Cash $12,000.00 

Notes Receivable 10,000.00 

Accounts Receivable 24,000.00 

Merchandise 10,000.00 

Fixtures 2,500.00 

Goodwill 18,000.00 

To transfer all our assets to the F & G 
Co., a corporation, as per agreement. 

(4) Notes Payable $15,500.00 
Acooimts Payable 1 1,000 . 00 

ToF&GCo. $26,500.00 

Assumption by the F & G Co., a cor- 
poration, of the existing liabilities of this 
firm, as per agreement. 

(5) F&G Co. Stock $50,000.00 

To F & G Co. $50,000.00 

Received in full pajrment as per con- 
tract, 500 shares of stock, par value, 
$100.00. 



(6) F, Capital $26,000.00 

G, Capital 24,000.00 

To F & G Co. Stock $50,000.00 



Distribution of 500 shares of F & G 
Co.'s stock in full pajrment of all the 
rigihts and interests in the firm of F & G, 
as follows: 

Mr. F 260 shares 

Mr. G 240 shares 
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To open the new books: 

(1) February 1, 1914 

The F & G Company 

have this day incorporated under 

the laws of New York State with an 

authorized capital of 

$50,000.00 

divided into shares of $100.00 each 



(2) Subscriptions $50,000.00 

To Capital Stock $50,000 . 00 

Subscription to all of the stock of this 
company as follows: 
F 260 shares 
G 240 shares 



(3) Cash $12,000.00 

Notes Receivable 10,000 . 00 

Accounts Receivable 24,000 . 00 

Merchandise 10,000.00 

Fixtures 2,500.00 

GoodwiU 18,000.00 

To Notes Payable $15,500 . 00 

Accounts Payable 1 1,000 . 00 

Subscriptions 50,000.00 

Payment for subscriptions to 500 
shares of stock in this Company, as per 
Minute Book, and as per agreement. 



(6) To close the old books: 

February 1, 1914 

(1) F & G have this day incorporated under 

the laws of New York State. The fol- 
lowing entries are made to close the old 
books and transfer aU our assets and 
liabilities to the F & G Co., a cor- 
poration. 

(2) GoodwiU $8,000.00 

To F Capital $4,000 . 00 

G Capital 4,000.00 
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Excess valuation placed upon this 
business by the F & G Co., a corpora- 
tion, to which Messrs. F & G agreed to 
sell their business as per articles of agree- 
ment. 

(3) F&GCo. 166,500.00 

To Cash $12,000.00 

Notes Receivable 10,000 . 00 

Accounts Receivable 24,000.00 

Merchandise 10,000.00 

Fixtures 2,500.00 

Goodwill 8,000.00 

To transfer all our assets to the F & G 
Ck>., a corporation, as per articles of 
agreement. 

(4) Notes Payable $15,500.00 
Accounts Payable 11,000 . 00 

ToF&GCk). $26,500.00 

Assumption by the F & G Co., a cor- 
poration, of the existing liabilities of this 
firm as per articles of agreement. 

(5) F&G Co. Stock $40,000.00 

ToF&GCo. $40,000.00 

Received in full pa3nnent, as per articles 
of agreement, 400 shares of stock, par 
value, $100.00. 



(6) F Capital $21,000.00 

G Capital 19,000.00 

To F & G Co.'s Stock $40,000 . 00 

Distribution of 400 shares of F & G Co. 
stock in full pa3nnent of all the rights and 
interests in the firm of F & G, as follows: 



Mr. F 210 shares 
Mr. G 190 shares 
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To open the new books : 

February 1, 1914 



(1) 



The F & G Company 

have this day incorporated 

under the laws of New York State 

with an authorized capital of 

150,000.00 

divided into shares of $100.00 each 



(2) Subscriptions $40,000.00 

Unsubscribed Stock 10,000 . 00 

To Capital Stock $50,000 . 00 



Subscriptions to 400 shares of stock, 
as follows: 
F 210 shares 
G 190 shares 



(3) 



Cash 


$12,000.00 




Notes Receivable 


10,000.00 




Accounts Receivable 


24,000.00 




Merchandise 


10,000.00 




Fixtures 


2,500.00 




Goodwill 


8,000.00 




To Notes Payable 




$15,500.00 


Accounts Payable 




11,000.00 


Subscriptions 




40,000.00 



Accepted in full pa3nnent of F & G's 
subscriptions to 400 shares of stock in 
this Company, as per contract and as per 
Minute Book. 



(c) To close the old books: 

(1) F & G have this day incorporated under 
the laws of New York State. The f ol- 
ing entries are made to close the old 
b<x>ks and transfer all our assets and 
liabilities to the F & G Co., a corpora- 
tion. 
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(2) F&GCo. $68,500.00 

To Cash $12,000.00 

Notes Receivable 10,000 . 00 

Accounts Receivable 24,000 . 00 

Merchandise 10,000.00 

Fixtures 2,500.00 

To transfer aU our assets to the F & G 
Co., a corporation, as per contract. 

(3) Notes Payable $15,500.00 
Accounts Payable 1 1,000 . 00 

ToF&GCo. $26,500.00 

Assumption by the F & G Co., a cor- 
poration, of the existing Uabilities of this 
firm as per contract. 

(4) F&GCotStock $30,000.00 
♦Profit and Loss 2,000 . 00 

ToF&GCo. $32,000.00 

Received in full payment as per agree- 
ment, 300 shares of stock, par value, 
$100.00. 

(5) F, Capital $1,000.00 
G, Capital 1,000.00 

To Profit and Loss $2,000 . 00 

To divide the loss incurred on the sale 
of our business to the F & G Co., and to 
close the Profit and Loss Accoimt. 

(6) F, Capital $16,000.00 
G, Capital 14,000.00 

To F & G Co. Stock $30,000.00 

Distribution of 300 shares of F & G 
Co.'s stock in full payment of all the 
rig;hts and interests in the firm of F & G, 
as follows: 

Mr. F 160 shares 

Mr. G 140 shares 

(*By charging the capital accounts of Messrs. F & G immediately, entry 
"5" would be avoided.) 
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To open the new books : 

(1) 

February 1, 1914 

The F & G Company 
have this day incorporated 
under the laws of New York State 
with an authorized capital of 

$50,000.00 
divided into shares of $100.00 each 

(2) Subscriptions $30,000.00 
Unsubscribed Stock 20,000 . 00 

To Capital Stock $50,000.00 

Subscriptions to 300 shares of stock as 
follows: 

F 160 shares 
G 140 shares 

(3) Cash $12,000.00 
Notes Receivable 10,000 . 00 
Accounts Receivable 24,000 . 00 
Merchandise 10,000.00 
Fixtures 2,500.00 

To Notes Payable $15,500 . 00 

Accounts Payable 11,000 . 00 

♦Reserve 2,000.00 

Subscriptions 30,000.00 

Accepted in full payment of F AG's sub- 
scriptions to 300 shares of stock in this 
Company, as per contract. 

(Pp. 13^145); B. C, 233-236; R. C, 299-315. 

9. L, E, Smythe (Exercise 1, page 24) incorporates a company 
with a Capital Stock of $10,000,00, of which he takes 
$8,000.00 in full payment of his business. He secures out- 
side subscriptions to $1,500.00 of the remaining stock, and 
this amount is paid in cash. 

(a) Required, the entries to close the old books. 
(6) Required, the entries to open the new books. 
{Introduce modern labor-saving devices.) 

♦(Or Surplus.) 
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9 (a) Entries to close the old books (after Exercise 3, Group 
Two, page 26) : 



March 31, 1913 

(1) L. E. Smythe has this day incorporated 

under the laws of New York State. 
The following entries are made to close 
the old books and to transfer all assets 
and liabilities to the L. E. Smythe Co. 

(2) GoodwiU $2,660.00 

To L. E. Smythe, Capital $2,660.00 

Excess valuation placed upon the 
business of L. E. Smythe, by tne L. E. 
Smythe Co., a corporation, to which 
Mr. Smythe has agreed to sell his business 
as per contract. 

(3) 



L. E. Smythe Co. 
To Cash 


$17,990.00 






$6,580.00 


Merchandise 




3,400.00 


Fixtures 




300.00 


Notes Receivable 




200.00 


Accoimts Receivable 




4,850.00 


Goodwill 




2,660.00 


To transfer all our assets to the L. E. 






Smythe Co., as per agreem^it. 






Notes Payable 


$8,000.00 




Accoimts Payable 

To To L. E. Smythe Co. 


1,990.00 






$9,990.00 



(4) 



Assumption by the L. E. Smythe Co. 
of the existing liabilities of this business, 
as per agreement. 

(5) L. E. Smythe Co. Stock $8,000.00 

To L. E. Smythe Co. $8,000 . 00 

Received in full pa3nnent 80 shares of 
stock as per agreement, at $100 per share. 

(6) L. E. Smythe, Capital $8,000.00 

To L. E. Smythe Co. Stock $8,000.00 

Distribution of 80 shares of L. E. 
Smythe & Co.'s stock in full payment as 
per contract. 
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(b) To open the new books: 



Aocts. 
Pay. 



General 



9,600 00 



500 



6,580 

3,400 

300 

200 

4,850 



2,660 



00 



00 



1,500 



00 



L.F. 



(Pp. 138-146.) 



March 31, 1913 

Thb L. E. SirrrHB Compant 

has this day incorporated 

under the laws of New York State 

with an authorised capital of 

$10,000.00 

divided into 100 shares of $100.00 each 



31 

Subscriptions 
Unsubscribed Stock 
To Capital Stock 

Subscriptions as follows: 
L. E. Smythe, 80 shares 
"Misoellfuieous*' 15 shares 



31 
Cash 

Merchandise 
Fixtiu'es 

Notes Receivable 
Accounts Receivable: 

Bailey & Co. 

R. Sommers 

Jansen & Rowe 

T. L. Sellers 

Goodwill 
To Notes Payable 
Accounts Payable: 
Cole & Johnson 
Allis&Co. 

Subscriptions 



$495 

1,365 

2,400 

690 



$1,500 
490 



Accepted L. E. Smythe's business in 
full payments of his subscriptions to 80 
shares of stock in this Company, as per 
articles of agreement executed this day. 



31 

Cash 
To Subscriptions 

Received cash in full, from miscella- 
neous subscribers. 



L.F. 



I 

' General 



10,000 



00 



8,000 
1,990 



8.000 



1,600 



00 



00 



Aocts. 
Reo. 
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SOLUTIONS TO EXERCISES 

CHAPTER VII 

BALANCE SHEETS AND TRADING AND PROFIT AND LOSS 

ACCOUNTS 

Group One 

1. Differentiate between (a) Trial Balance; (b) Statement of 

Assets and Liabilities; (c) Balance Sheet. 

1. (a) A Trial Balance is a summary of the balances of all 
the accounts. All of these accounts appear in the Ledger, 
though sometimes some of the accounts appear elsewhere, as for 
example, the Cash Account, in the Cash Book. There are two 
kinds of Trial Balances— Trial Balance of Totals and Trial Bal- 
ance of Differences. The latter is the more practical one, and it 
is the one we have in mind when we discuss the Trial Balance. 

(6) A Statement of Assets and Liabilities is a summarized 
exhibit of all the assets of the business arranged so as to cor- 
respond to the liabilities similarly arranged; the diflEerence be- 
tween the two sides, if the assets are greater, is the Net Capital, 
but if the liabilities are greater the difference is called Deficit. 

(c) A Balance Sheet is for all practical purposes the same as 
the Statement of Assets and Liabilities. The technical distinc- 
tion is that the Balance Sheet is taken from books kept by double 
entry after they have been closed, i, e,, after the transfer of the 
nominal accounts and the setting up of inventories. 

(Pp. 160-162.) 

2. State the essential differences between a Trading and Profit 

and Loss Statement and a Trading and Profit and Loss 
Account. 
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2. The essential difference between the Trading and Profit 
and Loss Statement and the Trading and Profit and Loss Ac- 
count is that the latter is in the Ledger while the former is 
arranged in a more or less non-technical form for presentation 
to people usually not bookkeeping experts. 

(Pp. 175-176.) 

3. What are deferred assets? Give three examples, 

3. Deferred assets are assets which ordinarily are charged to 
nominal (Profit and Loss) accounts, but which have not yet been 
destroyed or used up. Examples of deferred assets are Uncon- 
sumed Advertising Prepaid, Accrued Interest Receivable, Un- 
consumed Fuel, etc. (Deferred assets are sometimes called De- 
ferred Charges to Income, Deferred Charges, Debit Expense In- 
ventories, and Accruals.) 

(See references for Exercise 4, below.) 

4. What are deferred liabilities? Give three examples. 

4. Deferred Liabilities are liabilities which are not yet due or 
payable. Examples : Interest Payable but not yet due (accrued 
interest on notes, bonds and mortgages, etc.), Salary Accrued 
(not yet due or payable because at the time the books were 
closed the payroll period had not. been completed), similar 
Wages Accrued, Taxes Accrued, etc. (Deferred Liabilities 
are also called Deferred Credit Items; Liability Inventories, 
Accruals). 

(P. 165); M., 97-99, 116, 272, 400; H., 118-120, 123. 

5. State clearly the reasons for sectionalizing the Balance Sheet. 

5. Sectionalizing the Balance Sheet has probably been carried 
to an extreme. The practical purpose for segregating items is 
to bring together current assets, so as to compare them with 
current liabilities. This practice is especially followed by credit 
men for the purpose of ascertaining the **healthfulness'' of a 
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business. On the basis of this need, accountants have frequently 
advocated the practice of sectionalizing or separating both iwset 
and liability items into other groups; frequently it is a benefit 
to ascertain clearly the value of working or trade assets; fixed 
assets; fixed liabilities, etc., but for most practical purposes the 
division into current and other assets, current and other liabil- 
ities, is quite suflScient. 

(Pp. 162-166); M., 213-223; H., 41-55; E., 407-410. 

6. Name the sections of a modern Balance Sheet and give the 
titles of two accounts in each section. 

6. On the left side : 

(a) Current Assets (Examples: Cash, Accounts Receiv- 
able). 

(6) Deferred Assets (Examples: Prepaid Advertising, 
Unconsumed Fuel). 

(c) Working or Trade Assets (Examples: Goods in 

Process, Raw Materials). 

(d) Fixed Assets (Examples: Plant and Machinery, 

Tools). 

On the right side: 
(a) Current Liabilities (Examples: Accounts Payable, 

Notes Payable). 
(6) Deferred Liabilities (Examples: Interest Payable 

Accrued, Wages Accrued). 

(c) Fixed Liabilities (Mortgage Pajable, Bonds Pay- 

able). 

(d) Capital and Surplus (Applicable to a corporation). 

(Examples: 

1. Common Capital Stock, Preferred Capital 

Stock. 

2. Reserves, Surplus.) 
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7. What is meant by closing the Ledger? How does this process 

affect the accounts of the Ledger f 

7. ** Closing the Ledger'' means to enter into the Ledger, 
under proper titles, all asset and liability inventories, and to 
transfer all profit and loss (nominal) items to a summary Profit 
and Loss Account and the distribution of the result of the 
Profit and Loss Account to certain other accounts. (In partner- 
ships to the partners' accounts; in corporations to surplus, divi- 
dends, reserves, etc.) The effect of closing the Ledger is to 
remove every nominal account from the Ledger, so that those 
which still remain are assets, liabilities or capital items. It is 
these accounts which remain after the Ledger is closed, and that 
enter into the construction of the Balance Sheet. 

(Pp. 16-17, 175-176); H., 40-41. 

8. How is ^^ Accrued Interest on Mortgage'* Account affected 

by the subsequent payment of the interest? 

8. When the interest on mortgage is paid the payment repre- 
sents a cancellation of ** Accrued Interest on Mortgage," which 
was entered as a liability at the end of the previous period, and 
the interest which is applicable to the current period. Accord- 
ingly, the payment cancels the item formerly carried to ''Ac- 
crued Interest on Mortgage" account, and opens a Profit and 
Loss or Nominal account with ** Interest on Mortgage" account 
for the difference between the amount of the payment and the 
amount formerly carried to Accrued Interest Account. 

9. How do you treat the following item^s in the Balance Sheet, 

in the Trading and Profit and Loss Statement, or in both? 
(a) Notes Receivable Discounted Account; (6) unsub- 
scribed stock; (c) unpaid wages; (d) taxes ac- 
crued but not due; (e) coal, charged to Fuel 
Account, unconsumed. 
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9. (a) Notes Receivable Discounted Account is shown as a 
deduction from the Notes Receivable Account among the current 
assets in the Balance Sheet; it does not appear in the Profit and 
Loss Statement. 

(6) Unsubscribed stock appears as a deduction from Capital 
Stock shown on the liability side of the Balance Sheet in the 
section headed ** Capital and Surplus''; it does not affect the 
Profit and Loss Statement. 

(c) Unpaid Wages is shown as a deferred liability among the 
deferred liability items in the Balance Sheet ; it is added to the 
amount appearing in the Wages Account as shown in the 
Ledger, and is carried to the prime cost division of the Manu- 
facturing section of the Profit and Loss Statement. 

(d) Taxes Accrued Account appears under the same heading 
as Unpaid Wages on the Balance Sheet ; it is shown as an addi- 
tion to taxes, if the Tax Account existed, in that section of the 
Profit and Loss Statement to which the taxes were chargeable. 

^e) Unconsumed Fuel is shown as a deferred asset among the 
deferred asset items on the Balance Sheet ; it also appears as a 
deduction from the Fuel Account in the Overhead division of 
the Manufacturing Section of the Profit and Loss Statement. 

Group Two 

1. WUUam A. Topper and George F. Hinds commenced a part- 
nership on April 1, 1912. On March 30, 1913, they found 
that the value of their unsold merchandise, at cost, was 
$6,280.00. Their office furniture was estimated to he 
worth $800.00. They had paid their rent until May 1, 
1913, at $100 per month. They owed about $150 to their 
lawyer, who had rendered no hill, while their payroll, not 
due till April 2, already amounted to $310.00. The Trial 
Balance shown on the next page was taken from their 
hooks. 
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You are requested to: 

(a) Prepare a modern Balance Sheet. 

(6) Prepare a modern Trading and Profit and Loss Statement. 

(c) Frame Journal entries to close the Ledger. 

(d) Prepare a Trading and Profit and Loss Account. 



TrlAl Balance 






^etty Cash 


$4,312.00 




64.50 




• Mdse. Inventory, 4/1/12 


2,500.00 




William A. Topper, Drawing a/c 


200.00 




Purchases 


18,000.00 




Sales 




$31,181.50 


Sales Returns 


400.00 




Retimied Purchases 




325.00 


/-Accounts Receivable 


7,000.00 




Notes Payable 




2,500.00 


p^otes Receivable 


6,000.00 




(I^Accounts Payable 




3,800.00 


Rent 


1,200.00 




Office Furniture 


1,350.00 




Discount on Purchases 




180.00 


Selling Expenses 


2,000.00 




Expense 
Salesmen's Salaries 


3,600.00 




2,000.00 




Salaries 


1,300.00 




'Notes Receivable Discoimted 




1,000.00 


Discount on Notes 


60.00 





William A. Topper, Capital 
George F. Hinds, Capital 



6,000.00 
5,000.00 



$48,986.50 $48,986.50 



1 (a) 



Current Assets: 
Cash 

Petty Cash 
Accts. Rec. 
Notes Reo. 



AasETS 



Balance Sheet of Topper & Hinds 

AS OF MARCH 31, 1913 

LlABILITIBS AND CAPITAL 

Current Liabilities: 



$6,000.00 



Less Dis. Notes 1,000.00 



Other Assets: 
Prepaid Rent 
Merchandise Inventory 
Office Furniture 



$4,312.00 

64.50 

7,000.00 

4,000.00 

$15,376.50 

$100.00 

6,280.00 

800.00 



$22,556.50 



Accts. Pay. 
Notes Pay. 

Other Liabilities: 
Accrued Exp. 
Accrued Sal. 



Capital: 

Wm. A. Topper 
Geo. F. Hinds 



$3,800.00 
2.500.00 



$150.00 
310.00 



$7,798.25 
7,998.25 



$6,300.00 



460.00 



$15,796.60 
$22,666.50 
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(6) 



Itedlns »nd Profli »nd Lom Statement of Topper A 

FOB THE YEAR ENDED MARCH 31, 1913 



TRADING SECTION 



Mdae. Inv. April 1/12 
Purchases $18,000.00 

Less Returns 325.00 



Lees Inv., Moh. 30. 1913 

(tubnoveb) 

Selling Expenses 

Salesmen's Salaries 

Gross Profit on Trading Car- 
ried to Administration Sec- 
tion 



$2,500.00 
17.675.00 


Saks 
Less Returns 


$31,181.60 
400.00 


$30,781.50 


$20,175.00 
6.280.00 


$13,895.00 
2,000.00 
2.000.00 

12.886.50 




$30,781.50 


$30,781.50 



ADMINISTRATION SECTION 



^TJ^e^ 


$3,600.00 
150.00 

$1,300.00 
310.00 


$3,750.00 


Salaries 
Accrued 


1.610.00 


Rent 

Less prepaid 


$1,200.00 
100.00 


1,100.00 



Depreciation on office furniture 
Gross Business Profit carried to 
Profit aod Loss Section 



Gross Profit on Trading, 
brought down $12,886 . 50 



550.00 
5,876.50 

$12,886.50 



$12,886.50 



PROFIT AND LOSS SECTION 



IMscount on Notes 
Net Business Profit 



$60.00 
5.996.60 



$6,056.50 



Gross Business Profit, brou|^t 

down 
Discount on Purchases 



$5,876.50 
180.00 

$6,056.60 
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(c) March 31, 1913 






Returned Purchases 
To Purchases 




1326.00 


$326.00 


Purchases 
To Mdse. Inventory 


31 


2,600.00 


2,600.00 


Mdse. Inventory 
To Purchases 


31 


6,280.00 


6,280.00 


/ Trading Account 
To Purchases 


31 


13,896.00 


13,896.00 


/ Trading Account 

^ To Selling Expenses 

Salesmen's Sjdaries 


31 


4,000.00 


2,000.00 
2,000.00 


Sales 
To Sales Returns 


31 


400.00 


400.00 


Sales 
To Trading Account 


31 


30,781:60 


30,781.60 


31 

Trading Account 
To Adnmbiistration Account 


12,886.60 


12,886.60 


Expenses 
To Expenses Accrued 


31 


160.00 


160.00 


Salaries 
To Salaries Accrued 


31 


310.00 


310.00 


Prepaid Rent 
To Rent 


31 


100.00 


100.00 


/ Adminntration Account 
To Expenses 
Salaries 
Rent 
Office Furniture 


31 


7,010.00 


3,760.00 

1,610.00 

1,100.00 

660.00 






Digitized by VjOO^ 


jle 



FINAL STATEMENT SOLUTIONS 73 

31 
Administration Account $5,876.50 

To Profit and Loss Account $6,876 . 50 

31 
, Discount on Purchases 180.00 

To Profit and Loss Account 180 . 00 

31 
Profit and Loss Account 60.00 

To Discount on Notes • 60.00 

31 
Profit and Loss Account 5,996.50 

To William A. Topper, Capital* 2,998 . 25 

George F. Hinds, Capital 2,998.25 

id) 

TRADING ACCOUNT 

1913 , 1913 

March 31 Purohases J. . $13,895.00 March 31 Sales J.. $30,781.50 

Sundries 4,000.00 

Administration Acct. 12,886.50 



$30,781.50 $30,781.60 



ADMINISTRATION ACCOUNT 

1913 1913 

March 31 Sundries J.. $7,010.00 March 31 Trading Account J .. $12,886 . 50 

Profit and Loss Acct. 5,876.50 



$12,886.50 $12,886.50 



PROFIT AND LOSS ACCOUNT 

1913 1913 

March 31 Dis. on Notes J.. $60.00 March 31 Administration 

Wm. A. Topper, Cap. 2,998.25 Acct. J.. $6,876.50 

Geo. F. Hinds, Cap. 2,998.25 Dis. on Purchases 180.00 

$6,056.50 $6,056.50 

(Chaps VII and IX.) 
♦(or Drawing Account.) 
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SOLUTIONS TO EXERCISES 
CHAPTER VIII 

DEPBECIATION, EESEEVE, SINKING FUND AND INVESTMENT 

ACCOUNTING 

Group One 

1. Distinguish between a Reserve Fund Account and a Reserve 
Account. 
1. The Reserve Fund Account always has a debit balance ; the 
Reserve Account has a credit balance. The Reserve Fund Ac- 
count is an asset; the Reserve Account represents retained 
profits. The Reserve Fund Account is created by crediting cash 
and debiting the fund account ; the Reserve Account is created 
by charging surplus and crediting Reserve Account. The object 
of the Reserve Account is to retain profits so that they will not 
be declared as dividends; the object of the Reserve Fund Ac- 
count is to set aside some cash so as to have money available 
positively, in case of need or whenever the object for which the 
fund has been created, or the reserve set aside, is reached. The 
Reserve Fund Account may be established at the beginning of a 
business before operations have commenced or profits have been 
earned ; the Reserve Account, in general, can only be established 
when profits have been earned ; after the reserve has been estab- 
lished it may be desirable to set aside some cash, either to parallel 
the Reserve Account or to assure it, so to speak. In the latter 
case, the amount of the fund must not exactly correspond to the 
amount of the Reserve Account. 

(Pp. 189-195, 197-198); H., 248-250; D. D., 47-56; R. C, 154-155; W. A., 
147-148; J., Vol. 6, 394-399, Vol. 7, 185-191, Vol. 9, 352-357, Vol. 10, 267-274, 
Vol. 11, 261-266, Vol. 16, 358-365; E., 293. ^ , ,, , ^, ., ,^,, 
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2. Show in what respect surplus and reserves are identical, and 

also how they differ. 

2. Reserves and surplus are identical in that both represent 
retained profits. Surplus is available for dividends while re- 
serves are usually created (by charging surplus) so as to remove 
some profits from immediate dividend possibility. In this sense, 
then, it may be said that reserves are profits one step further 
removed from dividends than surplus. But it must never be for- 
gotten that in times of need, i. e., when the business has suffered 
a loss or when it is called upon to meet unexpected losses due to 
an emergency, neither surplus nor reserves are in reality immune 
from depletion. 

(Pp. 196-197); W. A., 174-175; E., 369. 

3. Describe what is meant by depreciation and show what evil 

results might follow by not taking it into consideration, 

3. Depreciation, in general, refers to the decreased value of 
property consequent upon wear and tear. It also refers to this 
decreased value due to age and also to decreased comparative 
eflSciency, due to the fact that new inventions constantly appear 
upon the market and make it unprofitable to continue in use 
machinery and tools which are almost as good as when first 
acquired. The evil which results from not taking depreciation 
into consideration, i, e,, from not charging to some nominal ac- 
count the decreased value due to wear and tear, age, and obso- 
lescence, is that the cost of manufacturing or the cost of pro- 
duction would appear upon the books at less than real cost. For 
it cannot be denied that the decreased value due to the use of a 
machine is really a charge against the cost of production. 

2 (P. 184-189); H., 121, 134; M., 317-320; D.D., 1-4; R. C.,'156-158; W.A., 
34-240; J., Vol. 13, 241-243. 

4. Distinguish briefly between Depreciation Account and Re- 

serve for Depreciation Account. 
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4. Depreciation Account and Reserve for Depreciation Ac- 
count are frequently synonymous terms. When synonymous 
nothing need be said about them, save the criticism that it is 
unfortunate to employ two terms for the same thought. But 
there should be a real difference between them. The Deprecia- 
tion Account should be a ''valuation'' account, which Professor 
Hatfield so ably describes in his ''Modem Accounting." It 
should be the account which is taken as an off-set against the 
corresponding asset in order to determine the book value of that 
asset. The Reserve for Depreciation account should represent a 
retention of profits, by charging surplus for the purpose of an- 
ticipating future depreciation. Thus, whereas depreciation is a 
fact, reserve for depreciafion is a prophecy; whereas deprecia- 
tion is a charge against some nominal account, reserve for de- 
preciation is a charge against Surplus for the purpose of retain- 
ing profits ; whereas depreciation enters into the cost of produc- 
tion, reserve for depreciation does not affect the cost of produc- 
tion. 

(Pp. 195-195); D. D., 47-49; J., Vol. 9, 29-35. 

Group Two 
1. As the accountant for a factory, how would you decide upon 
the proper annual allowance on a machine costing 
$15,000,00 which had just been installed f 
1. The amount to be charged for annual depreciation would 
depend upon the following factors : 

(1) The probable life of the machine. 

(2) The residual value. 

By probable life we mean not only the probable length of 
physical existence, but the probable length of eflScient ex- 
istence, f. e., how long before the machine would have to be 
discarded due to the fact that later inventions would make 
the continued use of the machine unprofitable. Assuming 
that by consultation with the factory oflScials and with com- 
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petent engineers, it was decided that the machine had a 
probable life of six years, while its residual value would be 
$1,000.00, the problem would resolve itself to a determina- 
tion of the depreciation which should be charged so as to 
pro-rate equitably this depreciation of $14,000.00 during a 
period of six years. The method which I would pursue 
would not be the simplest one, i. e., dividing $14,000.00 by 
six and deciding upon an annual charge for depreciation 
amounting to $2,333.33, but I would apply the formula de- 
scribed on pages 187-189 of Elements of Accounting, and 
known as the Method of Fixed Percentage on Declining 
Value. I would substitute in the following formula : 

the given values, thus: 



,000 



16,000 



y^^ 



The resulting per cent, would be the rate of annual depre- 
ciation. I would then construct a table of depreciation, 
such as shown on page 188 of Elements of Accounting, so 
that the bookkeeper could write oflf the amount of annual . J,^^ 

depreciation without difficulty. - J^^ 

(Pp. 186-189); H., 127-133; M., 320-327; D. D., 28-36; J., Vol. 5, 18M»vl^ 
200, Vol. 9, 104-113, Vol. 13, 243-250, Vol. 17, 325-354; E., 296-298. v^>*? 

^ "^ 
2. (a) How much should be set aside each year so that at the 
maturity of a fifteen-year mortgage of $10,000.00^ 
enough shall have been provided to cancel itf * 
(6) Show the Journal entry at the time of the first sinking 
fund installment. 

(c) Show a type entry when investments are bought. 

(d) Show the entry when the mortgage is paid. 
2. (a) This problem cannot be answered by students of elemen- 
tary accounting, because a knowledge of what Professor 
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Sprague has called the Accountancy of Investment is essen- 
tial. Students of advanced algebra, however, can easily de- 
termine the amount which has to be set aside each year, for 
fifteen years, so that at the end of the period enough will 
have been accumulated to cancel the indebtedness of $10,- 
000.00, provided they know the rate of interest which each 
installment as set aside will earn. The figure may also be 
obtained by applying the proper formula or by consulting 
a table which shows how much $1.00 will amount to if set 
aside at the beginning of each year for a given number of 
years, if each installment as made, is immediately invested 
at a fixed rate per cent. 

$1.00 invested at the beginning of each year, for fourteen 
years, at four per cent., compounded annually, amounts to 
$19.0235. As the last installment draws no interest, only 
fourteen interest periods should be taken. The total amount 
will accordingly be $20.0235 per dollar, i. e., for every dollar 
so set aside, $20.0235 of the $10,000.00 will be canceled. 
$10,000.00 divided by $20.0235, or $l*»s41, is the amount 
of the annual installment. ««^$Mr 

(6) (1) Surplus $4|5.41 ♦ 

To Sinking Fund Reserve $^.41 

For the purpose of retaining sufficient 
profits to meet sinking fund requirements. ^ 

(2) Sinking Fund Cash 4«9.41 1 

To Cash 4&.41 

First installment set aside for the purpose 
of meeting, at matiuity, 15-year mort- 
executed (insert 



.te) 

(c) Sinking Fund Investments 
To Sinking Fund Cash 
Purchased bonds, at $. 



(d) (1) First Mortgage Bonds Payable $15,000.00 

To Sinking Fund Cash $15,000 . 00 

Cancellation of mortgage at maturity. (We 
assume here that the sinking fund invest- 
ments have been disposed of previously.) 
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(2) Sinking Fund Reserve $16,000 . 00 

To Reserve $16,000 . 00 

Transfer of the Sinking Fund Reserve to 
ordinary Reserve Account, as there is no 
longer any valid ground for retaining 
profits in order to meet bonded indebted- 
ness. 

(Pp. 198-199); S., 31; H., 271-272; G. I, 118-124; G. II, 14-15; D. D., 
57-65; R. C, 148-154; W. A., 149-162; J., Vol. 14, 113-116, Vol. 17, 165-176. 

3. As an original exercise, securing such help as you can from 
the bibliographical list appended to this chapter, find how 
much each installment should have been if it were imme- 
diately invested at 3 per cent, 

3. We shall not show here the method described by Professor 

Sprague in his Accountancy of Investment. It will suffice 
to refer to a table which shows how much there will result 
from depositing $1.00 at the end of each year for fifteen 
years, if each installment draws interest at 3%, as soon 
as deposited. $1.00 will amount to $19.1568; dividing 
$15,000.00 by $19.1568, gives us as the installment necessary 
to be set aside each year, $783.01. 
(See reference to Exercise 2, above.) 

4. Show a type entry for depreciation. 

4 (a) If th^ depreciation is on machinery, the following is a 
type entry: 



Manufacturing Account $- 

To Machinery Depreciation 



(6) If the depreciation refers to warehouse fixtures, the fol- 
lowing is a type entry : 



Trading Account $- 



To Depreciation on Fixtures $- 

(Pp. 185-186.) 

5. Show a type entry for depreciation reserve. 

5 Surplus I 

To Reserve for Depreciation $- 

(Pp. 192-193.) 
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SOLUTIONS TO EXERCISES 

CHAPTER IX 

ADVANCED FORMS OF FINAL STATEMENTS 

Group One 
1. Define prime cost. 

1. Prime cost is the name applied to the first division of the 

Manufacturing Section of the Profit and Loss. Statement. 
This is the cost of the goods or materials actually consumed 
in the process of manufacturing, plus the freight inward, if 
any, plus the direct factory wages. 
(Pp. 211-212); H., 296. 

2. In terms of the two divisions of the Manufacturing Section 

where would you place (a) Wages, (b) Fuel, (c) Ma- 
chinery Depredation? Give reasons in each case. 

2. (a) Wages to Prime Cost, because a direct manufacturing 

charge. 
(6) Fuel to Overhead, because an indirect manufacturing 

charge, 
(c) Machinery depreciation to Overhead because an indirect 

manufacturing charge. 

3. What is the function of the Appropriation Section? 

3. The Appropriation or Apportionment Section shows how the 

net profits of a certain period were distributed or how the 
net loss for the period was taken care of. 
(P. 215.) 

4. In submitting a report to the president of a manufacturing 

company, would you prefer to employ a Profit and. Loss 
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Account or a Profit and Loss Statement? Give full 
reasons for your choice. 

4. I should prefer to use a Profit and Loss Statement because by 

means of it the lay reader is enabled to comprehend the 
knowledge to be presented much better. The Account is a 
technical form, which is thoroughly understood only by the 
man trained in bookkeeping and accounting, whereas a 
statement is just as clear to the trained bookkeeper and 
accountant, but clearer by far to the ordinary business man. 

5. Write an essay of about three hundred words on Terminol- 

ogy and Forms. Treat of the student's difficulties because 
of confusions in terminology and non-uniformity. 
5. Every practical subject reflects the whims, caprices, judg- 
ments, study and ignorance of those who practice it; just 
as every living language is constantly changing, so does 
every practical subject constantly manifest itself in new 
forms. It is perhaps unfortunate that the beginner in ac- 
counting should be confronted with a veritable babel of 
words and forms, employed by different practitioners, some- 
times it would appear without reason. We find in account- 
ing different terms employed to express the same thought 
and the same thought expressed by different terms. We 
also find different forms employed to present the same fact, 
and, worst of all, different names applied to the same forms. 
Examples are readily available. On cost, burden and over- 
head are used to express the same idea. Cost of sales some- 
times means selling costs and sometimes includes turnover 
and selling costs. Profit and Loss Account and Profit and 
Loss Statement are frequently used synonymously, but each 
term should be restricted to a particular form. 
(Pp. 195,206, 234); H., 56. 

The fact that an unnecessary difficulty confronts students 
of accounting due to this confusion in terminology and 
forms, should add zest to their study, because they should 
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feel that there is a goal to attain and work to be done. The 
field is a broad and vast one ; it demands the best in a man ; 
and there is hope that every real contribution in the nature 
of form and terminology standardization will be truly and 
really appreciated by the great and ever-growing army of 
brilliant men who are devoting their lives to the service of 
accounting. In this connection, the final report on stand- 
ardization by a committee of the American Association of 
Public Accountants is awaited with interest. 

(Pp. 196, 206, 234); H., 66; J., Vol. 9, 275-278, Vol. 10, 201-208, 43&-438, 
Vol. 13, 109-121, 161-181, 315-338, 389-400, Vol. 16, 424-431. 

Group Two 

1. Prepare a Profit and Loss and Income Statement from Exer- 

cise 1, Group Two, page 69. 
For solution, see page 71. Items should be arranged accord- 
ing to form on page 86, resulting in a net profit of $5,996.50. 
For additional suggestion as to form see Elements of Account- 
ing, pages 225-228. 

2. From the Trial Balance on page 83 — 

(a) Prepare a Trading and Profit and Loss Statement. 
(6) Prepare a Profit and Loss and Income Statement. 

(c) Prepare Journal entries, with full original entry 

explanations, for a Profit and Loss Account. 

(d) Prepare a Profit and Loss Account. 

(e) Prepare a Balance Sheet. 

Inventories as follows: 

Raw Materials, $3,600,00; goods in process, $4,500.00; finished 
goods, $5,800.00.. Write off for had debts, $470.00. Write off 
$1,000.00 from plant and machinery for depreciation and 
$200.00 from tools. Eighty dollars of the factory insurance is 
still in force. Factory wages accrued amount to $120.00. Re- 
serve $2,000.00, and declare dividends of 6% on the preferred 
stock, and of 10% on the common stock. 
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«r the KMit Mfk. Co. 



Dbcbmbbb 31, 


1913 




Preferred Capital Stock 




$10,000.00 


Common Capital Stock 




10,000.00 


Unsubscribed Conmion Capital Stock 


$2,500.00 




Cash 


3,800.00 




Notes Receivable 


6,750.00 




Accounts Receivable 


12,000.00 




Loans Payable 




6,000.00 


Accounts Payable 




8,750.00 


Plant and Machinery 


10,000.00 




Depreciation on Plant 




2,000.00 


Factory Tools 


500.00 




Raw Materials 1/1/13 


3,000.00 




Purchases 


20,000.00 




Returned Purchases 




1,000.00 


Sales 




57,770.00 


Sales Returns 


1,200.00 




Discount on Purchases 




176.00 


Discount on Sales 


310.00 




Wages 


8,200.00 




Factory Insurance 


150.00 




Factory Expense 


1,300.00 




Fuel 


2,200.00 




Factory Salary 


3,200.00 




Freight Outward 


1,100.00 




Finished Goods 1/1/13 


4,000.00 




Selling Expenses 


7,300.00 




Commission 


1,800.00 




Office Expense 


2,150.00 




Office Salary 


4,000.00 




Discount 


165.00 




Interest on Loans 


300.00 




Reserve 




1,000.00 


Surplus 




230.00 




$95,925.00 


$95,925.00 
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^U 



and Lou and Income Stotemont of the Kent Mmnnfftctarlng CompMijr 

FOR THE Period Ended December 31, 1913 



Sales 
Leas Returned Sales 
Discount on Sales 


$57,770.00 

$1,200.00 

310.00 1,610.00 


net BALE8 

Deduct Coat of Manvfaduring: 
Prime Cost: 
Raw Materials (1/1/13) 
Purchases 
Wages (including accrued $120.00) 


$66,260.00 

$3,000.00 

20,000.00 

8,320.00 



$31,320.00 



Leas Returned Purchases $1,000 . 00 

Inventory Raw Mat. (12/31/13) 3,600.00 

Inventory Goods in Process (") 4,500.00 9,100.00 

Factory Overhead: prime cost $22,220.00 

Fuel $2,200.00 

Factory Salary 3,200 . 00 

Depreciation on Plant and Mach. 1,000.00 

Depreciation on Tools 200.00 

Factory Insurance 70.00 

Factory Expense 1,300.00 

PACTORT overhead 7,970.00 

Cost of Yearns Manufacturing $30,190 . 00 

Add Inv. of Finished Goods (1/1/13) 4,000.00 

$34 190 00 
Less Inv. of Finished Goods (12/31/13) 5',80o!oO 

Manufacturing Cost of Sales for Year 28,390.00 

GROSS PROPIT OP SALES $27,870.00 

Deduct Selling and Administration Expenses: 
Freight Outward $1,100.00 

Selling Expenses 7,300.00 

Commission 1,800.00 

Office Expense 2,160 . 00 

Office Salary 4,000.00 

COST OP BELUNQ AND ADMINISTRATION $16,350.00 

Deduct: gross business propit $11,620.00 

Discount on Notes $185 . 00 

Interest on Loans 300.00 

Bad Debts 470.00 935.00 

$10,585.00 

Add Discount on Purchases 175.00 

NET BUSINESS PROPIT $10,760.00 

Distributed as follows: • 

Reserve $2,000.00 

Dividends Payable 1,360.00 3,350.00 

CARRIED TO SURPLUS $7,410.00 

(Pp. 225-228); G. II, 66-68, 150-152; H., 280-282; M., 228-2291^ 
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Decbmber 31, 1913 

Purchases i $3,000.00 

To Raw Materials Inventory (1/1/13) $3,000.00 

To transfer Raw Material Inventory to Pur- 
chases Account and to close the former ao- ^ 
count. 

31 

Returned Purchases 1,000.00 

Raw Materials Inventory 3,600 . 00 

Goods in Process 4,500.00 
To Purchases 9,100 . 00 

To obtain cost of goods consumed, to close 
Returned Purchases Account and to open 
Raw Materials Inventory and Goods in 
- Process Accounts. 

31 
Manufacttuing Account 13,900.00 

To Purchases 13,900 . 00 

To transfer cost of goods consumed to Manu- 
facturing Account and to close the Pur^ 
chases Account. 

31 
Wages 120.00 

To Wages Accrued 120 . 00 

To obtain real cost of Factory Labor and to 
open Wages Accrued Account. 

31 
Unexpired Factory Insurance 80.00 

To Factory Insurance 80 . 00 

To^set up Unexpired Factory Insurance and 
to obtain real cost of Factory Insurance for 
the year. 

31 

Manufacturing Account 16,290.00 

To Wages 8,320.00 

Factory Insiu*ance 70.00 

Factory Expenses 1,300 . 00 

Fuel 2,200.00 

Factory Salary 3,200.00 

Depreciation on Plant and Machinery 1,000.00 

Tools 200.00 

To obtain Manufacturing Cost for year. 
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31 
Trading Account $30,190.00 

To Manufacturing Account $30,190 . 00 

To transfer Manufacturing Cost for year to 
Trading Account and to dose Manmactur- 
ing Account. 

31 
Trading Account 4,000.00 

To finished Goods (1/1/13) 4,000.00 

To transfer Finished Goods Inventory to 
Trading Account and to close the former 
account. 

31 
Finished Goods Inventory 6,800 . 00 

To Trading Account 5,800.00 

To open new Inventory Account. 

31 

Trading Account 10,200.00 
To Freight Outward 1,100 . 00 

Selling Expenses 7,300 . 00 

Commission 1,800.00 

To transfer Selling Expenses to Trading Ac- 
count. 

31 
Sales 1,510.00 

To Returned Sales 1,200 . 00 

Discount on Sales 310 . 00 

To obtain Net Sales and to close Returned 
Sales Account and Discount on Sales Ac- 
counts. 

31 
Sales 56,260.00 

To Trading Account 66,260 . 00 

To close Sales into Trading Account. 

31 
Trading Account 17,670 . 00 

To Administration Account 17,670 . 00 

To transfer Gross Profit on Trading to Ad- 
ministrative Account and to close Trading 
Account. 
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31 

Administration Account $6,150.00 

To OflSce Expense $2,150 . 00 

Office Salary 4,000 . 00 

To transfer Costs of Administration to Ad- 
ministration Account. 

31 
Administration Account 11,520.00 

To Profit and Loss Account 11,520.00 

To transfer Gross Business Profit to Profit and 
Loss Account and to close Administration 
Account 

31 
Bad Debts 470.00 

To Accounts Receivable 470.00 

To open up Bad Debts Account and to deduct 
from Accounts Receivable. 

31 
Profit and Loss Account 935 . 00 

To Bad Debts 470.00 

Discount 165.00 

Interest on Loans 300.00 

To transfer losses shown by credit items to 
Profit and Loss Account. 

31 

Discount on Purchases 175.00 

To Profit and Loss Account 175.00 

To close Discount on Purchases into Profit 
and Loss Account. 

31 
Profit and Loss Account 10,760.00 

To Appropriation Account 10,760.00 

To transfer Net Business Profit to Appropria- 
tion Account and to close Profit and Loss 
Account. 

31 
Appropriation Account 10,760.00 

To Reserve 2,000.00 

Dividends Payable 1,350 . 00 

Surplus 7,410.00 

To close Appropriation Account. 
(Pp. 176-178, 219-222); G. I, 44. 
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MANUFACTURING ACCOUNT 
1913 1913 

Dec. 31 Jl $13,900.00 Dec. 31 J 2 $30,190.00 

J 1 16,290.00 



$30,190.00 $30,190.00 





TRADING ACCOUNT 




1913 
)ec.31 


1913 
J 2 $30,190.00 Dec. 31 
J 2 4,000.00 
J 2 10,200.00 
J 2 17,670.00 


J 2 $5,800.00 
J 2 66,260.00 



$62,060.00 $62,060.00 



ADMINISTRATION ACCOUNT 
1913 1913 

Dec. 31 J 3 $6,150.00 Dec. 31 J 2 $17,670.00 

J 3 11,520.00 

$17,670.00 $17,670.00 



PROFIT AND LOSS ACCOUNT 
1913 1913 

Dec. 31 J 3 $936.00 Dec. 31 J 3 $11,520.00 

J 3 10,760.00 J 3 175.00 

$11,695.00 $11,695.00 



APPROPRIATION ACCOUNT 
1913 1913 

Dec. 31 J 3 $10,760.00 Dec. 31 J 3 $10,760.00 

(Pp. 222-225); G. I, 45, 126-128; G. II, 50-53, 122-123; H., 27&-277, 279, 
284, 285; L., 54-58, 60-63. 

3. Show the Balance Sheet after all the dividends, except those 
on fifteen shares of common stock, have been paid. 
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I SOLUTIONS TO EXERCISES 

CHAPTER X 
ACCOUNTS OF NON-TRADING CONCEENS 

Oroup One 

1. Define Statement of Receipts and Disbursements. 

1. A Statement of Receipts and Disbursements is a summary 

cash statement of a non-trading concern, showing the 
amount of cash on hand at the beginning of period, if any, 
to which is added the actual receipts of cash for the period, 
under appropriate headings, from all of which is deducted 
the disbursements of the period, properly recapitulated, and 
resulting in the balance of cash on hand at the end of the 
period. 

(Pp. 242, 245-246.) 

2. Define Revenue Account. 

2. Revenue Account is synonymous with the Statement of In- 
come and Expenditures or the Statement of Income and 
Expenses. It is a summary profit and loss statement of a 
non-trading concern, corresponding to the Profit and Loss 
Statement of an ordinary concern, so arranged as to reca- 
pitulate, under proper captions, all the income applicable to 
the period under review, whether actually received or not, 
and also a similar arrangement of the expenses for the 
period, whether actually paid or not, and resulting in the 

CURRENT REVENUE SURPLUS OR CURRENT REVENUE DEFICIT. 

(Pp. 238-239.) 
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3. Differentiate between an Income and Expenditure Account 
and a Receipts and Payments Account/^ <^i c.<, ^ 

3. The diflference between an Income and Expenditure Account 

and a Receipts and Payments Account, is that the former 
refers to income and expense items, whereas the latter re- 
fers to cash items. The income for a period may or may not 
be equal to the cash received during the period ; the expenses 
for a period may or may not be equal to the cash disbursed 
during the period. In one case, and in only one case, are 
the two accounts or statements identical^ This occurs when 
there was no cash balance at the beginning of the period 
and when all the cash received for the period was for cur- 
rent income and all the current income was received in 
cash, and when all the expenses for the period were paid in 
cash and no expenses were prepaid ; and when, moreover, 
none of the receipts of cash for the period were in the na- 
ture of payments from a past period, and when none of the 
disbursements of cash for the period were in payment of 
expenses incurred in the previous period. Only under such 
an unusual set of circumstances would the two statements 
or accounts be identical. In practically every instance, 
however, the two statements are different and both must be 
prepared. 

(P. 243.) 

4. What is the function of a Balance Sheet in a non-trading 

concern? 
4. The function of the Balance Sheet of a non-trading concern is 
the same as the function in any kind of concern. It is to 
show the various assets on one side and the various liabil- 
ities on the other. If the assets are greater than the liabil- 
ities, there is a capital surplus ; in the reverse case there is 
a capital deficit. 
(Pp. 160-161.) 
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5. Discuss the importance of observing the distinction between 
capital and revenue when applied to the accounting sys- 
tem of a hospital. 

5. It is always important to observe the distinction between cap- 

ital and revenue. The student will recall the evil results 
following from failure to observe this distinction as pointed 
out in Elements of Accounting, pages 21-23. To apply the 
points specifically to the accounting system of a hospital, 
failure to charge repairs and maintenance of buildings to 
proper expense or revenue accounts, i. e,, to charge such 
items to Construction or Eeal Estate or Building Account, 
would be to lead the directors and patrons of the institute 
to believe that operations were being conducted at a lower 
figure than was really the case. Thus at the end of a num- 
ber of years it would be found that the property of the hos- 
pital, upon appraisal, was much less than that shown by 
the books. Other examples can easily be produced. 
(Pp. 21-23); H., 72-74; M., 203; J., Vol. 4, 167-184, 247-260. 

6. Draw up a pro forma (items vnth figures omitted) Statement 

of Income and Expenses and a Statement of Receipts and 
Payments for any society with whose books you are 
familiar. 
6. This is an original proposition which each student must answer 
for himself. Those who have had no experience whatsoever 
can not, of course, produce the desired statement, aud it 
would serve no purpose to present one. However, it may be 
said in passing, that the Statement of Income and Expenses 
of the A.D. Medical Society, page 251, Elements of Account- 
ing, with all figures omitted, would be a suflScient answer to 
the first part of the question. The Statement of Eeceipts 
and Disbursements of the same Society, page 252, Elements 
of Accounting, with all figures similarly omitted, would be 
a suflScient answer to the second part of this question. 

Digitized by Vj\^WV iC 



NON-TRADING CONCERNS SOLUTIONS 



95 



o 
§ 
^ 

a 






I 



I 
S •. 2 

I « 






1 



I s 



« 
.« 









8888 



888 



i88S 



SS§S 



gg gg88 888 8 









88 



00 



88 8 



8 8 



2-" -"" 






1 









ai 



illiiilillil 



I 



sj 



si 



8i 



Digitized by 



Google 



96 STUDENT'S HANDBOOK OF ACCOUNTING 

The following hills have not been entered: 

New York Telephone Co, $45,00 

Repairs to Library 37,00 

It is decided to cancel dues amounting to $160,00, because of 

financial inability on the part of some members. A donation of 

$1,000,00 worth of books, made on December 31, 1913, has not 

been entered. 



1 ArHU — ■■ 


December 31, 1913 




Cash 


$6,613.00 


Dues 


$5,600.00 


Dues Receivable 


540.00 


Interest 


50.00 


Library 


1,570.00 


Accounts Payable 


400.00 


Library Expense 


310.00 


Surplus 


18,250.00 


Secretary's Office 


200.00 






Postage 


175.00 






Investments 


10,000.00 






Collection and Exchange 


8.00 






Furniture 


4,600.00 






Telephone 


284.00 






■ 


$24,300.00 


$24,300.00 



Statement of Bec^pts and Disbursements of the Society 

FOR THE Year Ended December 31, 1913 
Cash on hand January 1, 1913 $3,510.00 

Receipts 

Dues Received $6,100 . 00 
Library 30.00 

Telephone 16.00 

Interest 50.00 6,196.00 



DiBBURBEBIENTB 

Library $400.00 

Library Expense 310 . 00 

Postage 175.00 

Collection and Exchange 8 . 00 

Telephone 300.00 

Accounts Payable 1,900 . 00 



$9,706.00 



$3,093.00 



Balance $6,613.00 



Digitized by 



Googlv 



NON-TRADING CONCERNS SOLUTIONS 



97 



StetaniMit of Income and 



of the 



Society 



Dues 

Interest 
Telephone 



FOB THB Ybab Ended Dbcbmbeb 31, 1913 

Inoomb 

$5,600.00 
50.00 
16.00 



Total Income 



Telephone 
Plus Accrued 

Library Expense 
Repairs to Library 

Secretary's Office 

Postage 

Collection and Exchange 



Expenses 



$300.00 
45.00 

$310.00 
37.00 



$345.00 



347.00 

200.00 

175.00 

8.00 



Total Expenses 






Current Revenue Surplus 




Old Balance 
Library Donation 
Current Revenue Surplus 


Capital Sukplus 

$1,000.00 
4,591.00 


$5,591.00 


Less Dues Canceled 




160.00 



$5,666.00 



Capital Surplus 



1,075.00 
$4,591.00 



$18,250.00 



5,431.00 
$23,681.00 



Balance Sheet 



Cash 

Dues Receivable 

Investments 

Library 

Furniture 



(Pp. 248-254.) 



$6,613.00 
380.00 

10,000.00 
2,570.00 
4,600.00 

$24,163.00 



Accounts Payable 
Capital Surplus 



$482.00 
23,681.00 



$24,163.00 
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2. Express your opinion as to the financial condition of this 
society. 

2. The Society appears to be in a very healthy con- 
dition. This is shown by the fact that the income for the 
year amounted to over $5,000.00, while the total expenses 
for the year were only $1,000.00, so that the excess of income 
over expenses was over $4,000.00. The annual dues exceed 
the running expenses by a large margin. The Balance Sheet 
shows, also, that the current assets are much in excess of all 
current liabilities, so that the Society is upon an excellent 
working basis. 
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SOLUTIONS TO EXERCISES 

CHAPTER XI 

STATEMENT OF AFFAIRS AND DEFICIENCY ACCOUNTS 

Group One 

1. Clearly distinguish (a) Statement of Assets and Liabilities, 
(h) Balance Sheet, (c) Statement of Affairs. 

1. (a) The Statement of Assets and Liabilities is a statement 
prepared from Double Entry books, or Single Entry books, 
plus information obtained from outside sources; or, it is 
prepared without the aid of books at all. Its purpose is to 
show on one side all of the values belonging to the business ; 
on the other side all that the business is liable for. The 
Assets and Liabilities are grouped under appropriate head- 
ings. The difference between the Assets and the Liabilities 
is called net worth or net capital, if the Assets exceed the 
Liabilities, or net deficit, if the Liabilities exceed the 
Assets. 
(6) The Balance Sheet corresponds to the Statement of Assets 
and Liabilities, but it is always made up (technically) from 
Double Entry Books, in balance, after the books have been 
closed. After closing Double Entry books it will be found 
that all the balances which still exist are either assets or 
liabilities, or balances representing proprietorship. If these 
items are properly separated and grouped, a modern Bal- 
ance Sheet results, 
(c) The Statement of Affairs corresponds to the Statement of 
Assets and Liabilities. The difference is this : whereas the 
Statement of Assets and Liabilities is prepare^.fgr^^yi^j^t ^e 
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concern, the Statement of Affairs is the Financial Statement 
which is prepared for an insolvent concern or a concern 
temporarily embarrassed. The latter consists of two asset 
columns and two liability columns. One asset column is for 
book values, while the other shows how much may be ex- 
pected from such assets, upon realization; the first of the 
liability columns shows the book value of liabilities, while 
the second one shows the amounts which will have to be 
paid to liquidate such liabilities. The diflEerence between 
the second asset column and the second liability column 
gives the deficiency, the amount which cannot be paid to 
general creditors.* 

(P. 258); H., 335; G. II, 186, 187-188; E., 461-463. 

2. What is the function of a Statement of Affairs? 

2. The function of the Statement of AflEairs has already been 

indicated in the answer to '*c,'' above. Its function is to 
show what general unsecured creditors may expect to re- 
ceive from the concern. This amount, as indicated by the 
second asset column, constitutes their dividend. The divi- 
dend is sometimes expressed as so many '* cents on the dol- 
lar." Thus, if general unsecured creditors amount to 
$5,000.00, while the second asset column shows $3,000.00, 
creditors may expect a dividend of sixty cents on the dollar, 
i. e., $3,000.00 divided by $5,000.00, or 60%. 

See references for Exercise 1, above. 

3. Define Deficiency Account. 

3. The Deficiency Account almost invariably follows the State- 
ment of Affairs. It is at once the reason and the excuse for 
the Statement of Affairs, for it shows why creditors cannot 
be paid in full. It shows on one side the losses of past 
periods, current trade losses, plus shrinkages due to forced 

* This statement is not universal. Some exceptions occur. 
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realization, plus drawings or dividends of proprietors. On 
the other side will be found the original investments, plus 
profits during past periods, plus the deficiency. This De- 
ficiency must correspond to the Deficiency shown in the 
Statement of Affairs. 

(Pp. 266-267); H., 335. 

4, Who constitute preferred creditors? How are they shown 
on the Statement of Affairs? 

4. Preferred creditors are made preferred by statute. In gen- 

eral, they constitute the claims of the state or other public 
body for taxes, and the claims of workers for wages and 
salaries. In New York City, the order of preference is as 
follows: 

Claims of the United States ; claims of the State ; claims of the 
City (County and City of New York are synonymous) ; 
wages and salaries. 

Each class must be paid in full before the next class of lesser 
preference is paid at all ; and all preferred claims must be 
met before general creditors are given anything. 

Preferred creditors are shown in the ** Nominal" or '*Book 
Value" column on the liability side of the Statement of 
Affairs, but they are not extended into the **To Eank" col- 
umn. Instead of so extending them, they are deducted 
from the second, or ** Expected to Realize" column, on the 
asset side of the Statement of Affairs. 

(P. 263; E., 473.) 

5. What is meant by ^^ creditors fully secured''? By ^^ creditors 

partially secured''? 

5. ** Creditors fully secured" constitute such creditors As hold 

security for the repayment of debts, at least equal in value 

to the amount of the indebtedness. In general, they include 

such creditors as banks that lend on notes secured by col- 
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lateral, holders of mortgages against property, financiers 
who make advances on chattel mortgages, or on other secur- 
ity. They are said to be fully secured only when the value 
of the collateral or security held by them is at least suffi- 
cient to pay the full amount of the debt due them. 

'* Creditors partially secured" constitute a similar class of 
creditors, but the difference between them and the ** fully 
secured creditors^' lies in the fact that the security which 
the ''partially secured creditors" hold will not be sufficient 
to cancel the full indebtedness to them. For that portion 
of the debt which the sale of the security will not liquidate, 
they hecome general creditors. 

On the liability side ''fully secured creditors" are not shown 
in the "Expected to Rank" column, but only in the 
"Gross" column; "partially secured creditors" have the 
full amount of their claims in the "Nominal" column, but 
only that portion of their claims which will not be canceled 
by the securities which they hold, is extended into the sec- 
ond, or "Expected to Rank" column. 

(Although not asked for in this question, it is well to remem- 
ber that the securities held by creditors, while shown in the 
first asset column, are not extended into the second asset 
column, except for such portion as will remain over after 
fully secured creditors have been paid their claims.) 

(P. 266.) 

6. How can the accountant know what the book assets will pro- 
duce when sacrificed? 

6. As a matter of fact, he cannot know definitely and positively. 
It must be confessed that the amount shown is, after all, 
a more or less scientific guess. The amounts are often de- 
termined as a result of the combined efforts of the account- 
ant, the proprietor, some of the creditors and experts. 
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7. What is the relationship between the Statemeiit of Affairs 
and the Deficiency Account? 

7. Thip qjaestion has been answered, practically, in the answer to 
Exercise 3, above. The answer may be recapitulated as 
follows : While the Statement of Aflf airii lists t|ie individual 
assets ind the individual liabilities, anq results in the defi- 
ciency,^ the amount which cannot be liquidated, the Defi- 
ciency Account attempts to account for or explain the de- 
ficiency. 

Oroup Two 

1. Prepare a Statement of Affairs and a Deficiency Account for 

Mr. Blacky whose Balance Sheet is shown on page 162.^ 
He has been in business two years, for which period his 
net loss has been $1,800,00. He commenced'with a capital 
of $8,000.00, and his drawings during the past two years 
amounted to $1,200.00. You are informed that his Ac- 
counts Receivable are all good. Accounts Payable include 
taxes amounting to $600.00. Upon a forced sale, it is 
expected that the goods on hand will bring $2,200.00, real 
estate $2,500.00, and machinery $3,500.00. 
(Solution on page 104.) 

2. Prepare a Statement of Affairs and a Deficiency Account on 

the basis of the data furnished by Exercise 1, Oroup Two, 
page 69. Assume the follovnng facts;, (a) Merchandise 
unll probably bring $4,100.00; (b) Office furniture, 
$325.00; (c) Accounts receivable consist of $4,300.00 good 
debts, $2,500.00 doubtful, estimated to be worth 60%, bal- 
ance bad; (d) Notes Receivable are all good. 
(Solution on page 105.) 

* This statement is not universal. Some exceptions occur, 
t Reference to Elements of Accounting* 
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SOLUTIONS TO EXERCISES 

CHAPTER XII 
BBAMZATION AND LIQUIDATION 

Group One 

1. What is a Realization and Liquidation Account? 

1. A Realization and Liquidation Account is prepared from the 

books of a receiver or trustee to show, among other things, 
the result of such receiver's or trustee's operations. It com- 
mences with the assets given to the trustee or receiver to 
realize upon, usually at their book or nominal values, but 
not including cash, and opposite these asset items are ar- 
ranged the corresponding liabilities which are to be liqui- 
dated. In both cases the items are arranged somewhat after 
the fashion of the Trial Balance or Balance Sheet. The 
assets as realized are then shown beneath the liabilities first 
shown ; the liabilities liquidated are similarly shown beneath 
the assets first listed. The expenses are also shown beneath 
the assets first listed and after the liabilities liquidated. 
The loss on realization is shown on the right-hand side, 
after the manner employed in the realizatipn and liquida- 
tion account shown on page 285 of Elements of Account- 
ing- : ' 
(P. 278); E., 474-476. 

2. By whom is this account prepared, and for what purpose? 
2. This account, which is really a statement, is prepared by the 

accountant for the receiver or trustee, for the purpose ex- 
plained in the answer to : qjuestion one, above. It might be 
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EEALIZATION AND LKJUIDATTON SOLUTIONS 107 

well to state that the technical Realization and Liquidation 
Account, sometimes found in the ledger of the receiver or 
trustee, and which is a sort of controlling account of the 
receiver's or trustee's books, is not the realization and 
liquidation account submitted by the receiver or trustee. 

(Pp. 287-288.) 

3. To what compensation is a receiver entitled for his services? 

3. In New York State the receiver is entitled to the fees on the 

amount which he receives and disburses, as follows : 

5 % on the first $1,000.00, 
2>^% on the next 10,000.00, 
1 % on all above 11,000.00. 

It should also be noted that the maximum allowance is three 

fees, so that if five men should act as receivers they would 

have to divide among themselves three fees. 

(P. 285-286); G. II, 162, 199. 

4. Point out the difference "between the Summary Cash Account 

and the Realization and Liquidation Account, What in- 
formation do they contain in common? What informa- 
tion cannot he found in "both, but only in one or the other? 
4. The difference between the Summary Cash Account and the 
Bealization and Liquidation Account is somewhat similar to 
the difference between the Statement of Receipts and Dis- 
bursements and the Income and Expense Statement of non- 
trading concerns. The Summary Cash Account commences 
with the balance of the cash at beginning, to which is added 
the cash receipts under appropriate headings. From the 
sum of the receipts and original balance there is deducted 
the disbursements, also under appropriate headings. The 
Bealization and Liquidation Account has already been ex- 
plained in the answer to question one. 
Both of these accounts have something in common — ^they both 
refer to the same enterprise j they are both prepared from 
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the same set of books ; they are both parts of the same re- 
port ; but while the Bealization and Liquidation Statement 
shows the loss or gain, the cash account shows the balance 
of cash on hand, if any. Some information is found in but 
one of the two statements: for example, the cash balance 
is found in the cash statement only; loss on operations is 
found in the Realization and Liquidation Statement only. 

5. Why are the affairs of a concern temporarily embarrassed 
sometimes taken in charge by a creditors' committee? 
Describe what you believe to be the functions of such a 
committee. 

5. The affairs of such a concern are sometimes taken over by a 
creditors' committee for the purpose of conserving the in- 
terest of the creditors and for the purpose of rehabilitating 
the concern or keeping in business a good customer. The 
function of such a committee is to remain in charge of the 
affairs only until such a time as the concern no longer needs 
outside help, i. e., until the crisis has been paflsed. The 
committee should conduct the affairs most economically ; it 
should not incur any debts unless absolutely necessary; it 
should encourage creditors to extend additional time, and 
it should do all in its power to safeguard the interests of 
the proprietors of the concern, without, however, jeopardiz- 
ing the interest of creditors, for it must never be forgotten 
that the primary function of the committee is to look after 
the interest of the creditors. Incidentally, it must be ob- 
served that the members of the creditors' committee must 
not give preference to their own individual claims. 

Oroup Two 

1. To how much fee is a receiver entitled who unnds up a busi- 
ness, the assets of which produced $29,674,00, all of which 
was disbursed, including his own fee? 
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5 % on $1,000.00 $50.00 

2H% on 10,000.00 260.00 

y'^ 1 % on 18,674.00 186.74 

Total $486.74 

(Pp. 286-286.) 

. Show the Journal entries on the books of the trustee for the 

transactions involved in the problem on page 280, section 

II, of Elements of Accounting. 

. (The following are the complete entries for the operations of 

the Trustee. The Trustee's statements (accounts) are based 

upon the resulting ledger accounts. It is assumed, for the 

sake of convenience, that no Cash Book is employed.) 

(1) Trustee's Summaiy Cash Account $3,800.00 

Realization and Laquidation Account 38,676.00 

To M., Trustee $42,376 . 00 

Assets in hands of Trustee, besides cash, for 

realization: 

♦Accounts Receivable $16,410 . 00 

Notes Receivable 8,900 . 00 

Merchandise 10,000.00 

Fixtures 3,265.00 



(2) M;, Trustee $18,676.00 

To Realization and Liquida- 
tion Accoimt $18,676.00 

Liabilities to be liquidated by 

Notes Payable $10,000.00 

Accounts Payable 8,676 . 00 



(3) Trustee's Summary Cash Account $15,386.00 

Trustee's Profit and Loss Account 1,026 . 00 
To Realization and Liquida- 

tion Account $16,410 . 00 



♦(Individual items are to be posted.) 
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Lofis on realization of Accounts 
Receivable: 
Book value $16,410.00 

Cash Received 15,385 . 00 



Loss $1,025.00 



(4) Trustee's Summary Cash Account $7,900.00 

To Realization and Liquidation 
Account $7,900.00 

Notes Receivable Paid $7,900 . 00 

(5) Trustee's Summary Cash Accoimt $11,250.00 
. Trustee's Profit and Loss Accoimt 2,015.00 

To Realization and Liquidation 
Account $13^5.00 

Loss on realization, as follows: 

Mdse, Book Value $10,000 . 00 
Cash Received 8,750.00 

Loss $1,250.00 

Fixtures, Book Value $3,265.00 
Cash Received 2,500 . 00 



Loss 765.00 



Total Loss $2,015.00 

(6) Realization and Liquidation Ac- 

coimt $18,675.00 

To Trustee's Smnmary Cash Ac- 
coimt $1€,875.00 
Trustee's Profit and Loss Ac- 
count 1,800.00 

Profit resulting from liquidation, 

as follows: 
Accounts and Notes Payable, 

Book Value $18,675.00 

Cash Paid 16,875.00 

Balance Unpaid (Profit) $1,800 . 00 

(7) Trustee's Expense Account $335.00 

To Trustee's Summary Cash Account $335.00 

Expenses of trustee paid. 
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(8) Trustee's Profit and Loss Account $335.00 

To Trustee's Expense Accoimt $335 .00 

To close Trustee's Expense Account. 

(9) M^ Trustee $1,575.00 

To Trustee's Profit and Loss Account $1,575 . 00 

To close the Profit and Loss Account. 

(10) M., Trustee $22,125.00 

ToMr. L. $11,712.50 

Mr. M. 10,412.50 

To close the Trustee's Account by transferring 
to Messrs. L. & M. their respective shares of 
the net assets: 

Mr. L.'s Old Capital Balance $12,500 . 00 
Less H Net Loss 787.50 



Net Capital Balance 


$11,712.50 




Mr. M.'s Old Capital Balance 
Less J4 Net Loss 


$11,200.00 
787.50 




Net Capital Balance 


$10,412.50 




(11) Mr.L. $11,712.50 
Mr. M. 10,412.50 
To Trustee's Summary Cash Accoimt 
Realization and Liquidation Accoimt 


$21,125.00 
1,000.00 


Paid Messrs. L. & M., in fuU 
Mr. L., Cash 


as follows: 
$11,712.50 




Mr. M., Cash 
Note 


$9,412.50 
1,000.00 




Total 


$10,412.50 





(Pp. 278-279); G. II, 108-110. 

Prepare a Realization and Liquidation Account, a Summary 
Cash Account, and a Balance Sheet for the liquidation 
committee which has been winding up the affairs of Top- 
per & Hinds (See page 103, Exercise 2). 



Digitized by 



Google 



112 STUDENT'S HANDBOOK OF ACCOUNTING 

Take into consideration the following facts: 
(a) Merchandise brought $5,500.00. 
(6) Furniture was sold for $600.00. 

(c) $1,200.00 was lost on Accounts Beceivaile. 

(d) Accounts Payable were settled for $3,600.00. 
{e) All other accounts were as shown. 

(/) Expense of winding up was $1,050.00. 



Bealliatloii and liquidation Accoant of the Firm of Topper A mnds 



AbwU to he realized: 
Accts. Rec. 
Prepaid Rent* 
Notes Rec. 
Merchandise 
Office Fixtures 



$7,000.00 

100.00 

4,000.00 

6,280.00 

800.00 



April 1, 1913 

lAahUUiee to he liquidated: 

Accts. Pay. $3,800.00 

Notes Pay. 2.500.00 

Attorney's Fees 150.00 

Pay Roll Accrued 310.00 



$18,180.00 



$6,760.00 



LidbUitiee liquidated: 

Accts. Pay. $3,600.00 

Notes Pay. 2.600.00 

Attorney's Fees 150.00 

Pay Roll Accrued 310 . 00 



$6,560.00 



Aeeeta realized: 
Accts. Rec. 
Notes Rec. 
Merchandise 
Office Furniture 



$5300.00 

4,000.00 

5,500.00 

600.00 



$15,000.00 



Realisation and Liquidation 
Expenses 



$1,050.00 
$25,790.00 



Net loss due to liquidation 



$3,130.00 



$25,790.00 



Balance at beginning 
Accounts Receivable 
Notes Receivable 
Merchandise 
Office Fixtures 



Sommary Cash Account 



$4,376.50 

5,800.00 

4.000.00 

5.500.00 

600.00 



$20,276.50 



Accounts Payable 
Notes Payable 
Attorney s Fees 
Pay RoU Accrued 
Expenses 
Balance 



$3,600.00 

2.500.00 

160.00 

310.00 

1.060.00 

12.666.60 

$20,276.60 



Cash 



Balance Sheet of Topper A Hindi 

AS OP April 1, 1913 



$12,666.50 



$12,666.50 



Wm. L. Topper 
Less loss 

Geo. F. Hinds 
Less loss 



$7,798.26 
1,565.00 

$7,998.25 
1.565.00 



$6,233.26 



6.433.26 
$12,666.60 



*As8ume that this item was consumed during the period of liquidation. 

(Pp. 281-282); G. I, 63-64, 105-107; G. II, 70-72; E., 476-490. 



Digitized by 



Google 



SOLUTIONS TO EXERCISES 
CHAPTER XIV 
COST ACCOUNTS 

Oroup One 

1. What is the purpose of Cost Accounts? 

1. The purpose of Cost Accounts is to ascertain either the total 

cost of production, or better, the unit cost of production. 
.Modern business competition makes it imperative that the 
manufacturer and trader know exactly what it costs to pro- 
duce an article ; hence, it is necessary that records be kept 
from which may be ascertained definitely and positively 
the costs required. 

(Pp. 291, 304); N., 19-23; H., 293-294; C. C, 1-4; B. M., Jan. 1903, 8^91. 

2. Distinguish between post mortem and contemporaneous Cost 

Accounts. (Prof. John B. Wildman, C. P. A., New York 
University School of Commerce, Accounts and Finance, 
calls the first Accounting Cost System, and the other Fac- 
tory Cost System.) 
2. By post mortem Cost Accounts are meant accounts drawn off 
at the end of a year, or sometimes at the end of a half year, 
by means of which the cost of units or of total output is 
ascertained. Contemporaneous Cost Accounts make possi- 
ble the ascertaining of these facts at much shorter inter- 
vals; usually weekly or monthly. In order to secure the 
information resulting from post mortem accounts, it is only 
necessary that the usual double. entry books with proper 
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classifications be kept. For contemporaneous Cost Ac- 
counts a system supplementary to the usual double entry 
one is requisite, viz,, records to show materials consumed 
for various jobs ; payroll allocation so as to apportion direct 
labor to the various jobs and activities; methods of dis- 
tributing the factory burden or overhead according to vari- 
ous schemes, some of which have been outlined in Elements 
of Accounting, pages 315-317 ; and finally, a system of con- 
trolling accounts in the general Ledger. To sum up, there- 
fore, the difference between the post mortem and contem- 
poraneous systems is to be found in the fact that the former 
is more liable to error and is a grosser determination; 
whereas the latter is a more refined process and gives results 
in time to prevent serious losses (the stopping of leaks) . 

(P. 304.) 

3. How is the amount of direct wages ascertained? 

3. There are various means in use for the purpose of making 

possible determination of how much wages have been paid 
on account of each separate job. Essentially, each system 
contains these elements : the keeping of daily time, by time- 
keepers; the charging of each day's time to the job bene- 
fited; the aggregating of time of all laborers employed on 
the same job ; the proof of the summary by comparing the 
total amount charged to each separate job with the total 
payroll for the period under review. 

(P. 313); G. R, 21-23; A., 64-65; J., Vol. 18, 38-46. 

4. Describe the Stores Record. What are its functions? 

4. The Stores Eecord is usually a specially ruled ledger card, 
so arranged as to show the receipt of goods in the store 
room, disbursements of the same goods from the store ro<Hn 
and the balance which should be on hand. The foregoing 
description gives the essentials of the stores record which is 
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illustrated by the form shown on page 309 of Elements of 
Accounting. Besides serving as a control of the goods on 
hand, it may also serve the following useful purposes : 

(a) Value of goods purchased as well as physical quantities 
received; (6) value of goods disposed as well as physical 
quantities distributed; (c) balance on hand, not only in 
terms of physical units, but also in terms of value, and 
hence a perpetual inventory ; (d) it is also useful as a con- 
stant reminder to the stores-keeper not to allow his stock on 
hand to run below a certain amount and never to order 
more than a certain amount. 

(Pp. 308-309); N., 307-310; H., 310-311. 

5. Show how the Materials Purchased Account and the Manu- 
facturing Account of the General Ledger are controlling 
accounts of the Cost Ledger. 

5. The Materials Purchased Account or the Merchandise Pur- 
chased Account is the controlling account for the first or 
* * Materials Consumed ' ' column of the Cost Sheet. The con- 
trol is effected in the following way : the Purchases Account 
is debited for net purchases, usually once a month from the 
Purchase Book. Eequisitions on the Storekeeper are en- 
tered in the Materials Record book kept for that purpose. 
The total of all goods requisitioned during the month may 
be found by totaling the requisitions issued and honored 
during the month, which, incidentally, must correspond to 
the total of all the charges for materials consumed against 
the individual job numbers as shown on the Materials 
Record. Once a month the total of the materials consumed 
by each job, as shown on this Materials Record, is posted to 
the first column on the Cost Sheet for the particular job for 
which the goods were ordered. Also, once a month the fol- 
lowing Journal entry is made and posted: 



Mamifacturing Account $ 

To Materials Purchased $- 
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(Goods in Process Account is frequently debited instead of 
Manufacturing Account.) This debit to Goods in Process 
or to Manufacturing Account corresponds to the total of 
the monthly entries on all the Cost Sheets in the Materials 
Consumed column, and hence, the control is manifest. 

Once a month the analysis of the Payroll Book is completed, 
and the direct wages chargeable against the separate jobs 
are entered to their respective cost sheets into the second or 
Wages Paid column. At the same time the following Jour- 
nal entry is made and posted : 



Manufacturing Account 
To Wages 



(The charge might have been made, as before, to Goods in 
Process Account ; the credit would be made to the account 
which was charged originally, such as Direct Wages Ac- 
count, Labor Account, Factory Labor Account, etc.) 

Once a month all the other factory expenses, including the 
unapportioned balance in the Wages or Labor Account, is 
distributed on the basis of materials consumed, or direct 
wages paid, or on prime costs. The amounts chargeable to 
each one of the jobs are then entered on their respective 
Cost Sheets in the third or Factory Overhead column. At 
the same time, that is, once a month, the following Journal 
entry is made : 



Manufacturing Account 
To Wages 

Factory Salary 
)plie 



Factory Supplies 

Fuel 

on 

Etc., etc. 

(The credits are for the purpose of removing from the various 
accounts to which the separate items or Factory Burden or 
Factory Overhead have been charged originally, such a por- 
tion as has actually been consumed or used up during the 
current month. The balances in each one of these Overhead 
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Accotints should then represent the unconsumed portion or 
Inventory. At this time the Manufacturing Account will 
be charged with three items : The first two, Materials Con- 
sumed and Direct Labor, will constitute Prime Cost, while 
the tiiird item will be the other factory expenses, the three 
together constituting the total cost of manufacturing all 
goods during the entire month. Now, this Manufacturing 
Account which appears in the Ckneral Ledger [or Goods In 
Process Account after it has been transferred to the Manu- 
facturing Account by an appropriate Journal entry] is the 
controlling account for the corresponding month of all the 
Cost Sheets in the Cost Ledger. This is so because the sum 
of the three columns for each month on any one Cost Sheet 
will constitute the total cost of manufacturing during that 
month for the job in question. The sum of the correspond- 
ing items on all of the Cost Sheets will, of course, constitute 
the total cost of manufacturing for all of the jobs during 
any given month, so that the control by means of the Manu- 
facturing Account in the General Ledger must be clear.) 

6. What is Manufacturing Overhead t How is it apportioned? 

6. Manufacturing Overhead, or Factory Overhead, or Factory 
Burden, or Burden, or On Cost, is the term applied to that 
part of the Manufacturing Cost of production which is not 
Prime Cost. It therefore constitutes all items of expendi- 
ture or cost involved in the factory production other than 
materials consumed, freight inward and direct labor costs. 
Or, more positively, it consists of indirect factory labor, 
superintendence, fuel and oil consumed, factory supplies, 
depreciation of machinery and tools, factory taxes (water 
rates), heat and light, etc. Inasmuch as most concerns find 
it impracticable to ascertain positively the overhead charges 
for each job, the apportionment is usually left for the end 
of the period, that is, for the end of the week or for the end 
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of the month. The question then arises how much of the 
Factory Overhead should be borne by each one of the jobs. 
There is no unanimity of opinion as to the best means of 
apportioning this Overhead ; and all familiar with this sub- 
ject recognize the topic to be the most uncertain and unsat- 
isfactory in the entire subject of Cost Accounting. But the 
Overhead must be apportioned, and we have already sug- 
gested three methods, viz. : on the basis of Direct Wages, or 
on the basis of Materials Consumed, or on the basis of Prime 
Cost. Advanced books on the subject discuss other methods, 
and to such advanced works the reader must be referred. 

(Pp. 295, 314-317); N., 25-26, 54-69; H., 295-306. 

Group Two 

1. The following problem is based on a recent examination 

question set by the New York C, P. A, examination board: 

The output of the Pennsylvania Coal Co. for 1911 was 

100,000 tons, and the Trial Balance at the end of the 

year was: 

Trial Balance 



Plant and Machinery 

Construction 

Notes and Accounts Receivable 

Cash 

Mine Supplies 

Inventory Coal, 1/1/1911 ♦ 

Wages 

Salaries (office) 

Accident Insurance 

Water Taxes 

Office Expenses 

Freight Outward 

Stable Eroense (mine) 

General Expenses 


$.50,000.00 
10,000.00 
38,000.00 
15,000.00 

6,000.00 
12,000.00 
60,000.00 
13,000.00 

6,000.00 

1,000.00 
11,000.00 
10,000.00 

7,500.00 
18,000.00 

$256,500.00 


Capital Stock 
Sales 


$80,000.00 

158.500.00 

18,000.00 








$256,500.00 









*Last year's mining cost was 80^ per ton. 



The inventory of coal on hand ready for shipment was 
$16,500.00. 
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Write off 10% depreciation from Plant and Machinery Ac- 
count. * 

(a) Prepare a Profit and Loss and Income Statement 
shomng the unit cost and percentage figures you 
deem desirable. 

(6) Also prepare a Balance Sheet. 



1 (a) 



Profit ftnd Loss and Income Statement of the Pennsylranla Coal Comiiany 

FOR THE Year Ended Decebcber 31, 1911 







Per 
Cent 


Cost 
Sta- 
tistics 


Net Sales. 95,474 tons @ $1.66 


$158,500 
80,000 


00 

• 1 
00 


100.0 


1 


66 


Cost of Mining: 

Wages $60,000.00 
MineSuppUes 6,000.00 
Accident Insurance 5,000.00 
W^ter Taxes 1 ,000 . 00 
Stable Expense 7.500 . 00 
Depredation 5,000.00 

Cost of mining 100.000 tons $84,500 . 00 
Add inventory Jan. 1, 1911: 

15,000 tons @ 80c 12,000 . 00 

$96,500.00 

Deduct inventory Dec. 31, 1911: 

19,526 + tons @ 84Hc 16,500.00 

MINING COST OF 95,474 TONS 


50.4 
32.8 




83 

54 

28 


Gross Profit on Mining 

Cost of Setting and Administration: 

Salaries $13,000.00 
Opce Expenses 11,000.00 
Fi^ight Outward 10,000.00 
General Expenses 18,000 . 00 

Setting and Administration Cost 


78,500 
52,000 


00 
00 


NET PBOPIT 


26,500 


00 


16.7 















Digitized by 



Google 



120 STUDENT'S HANDBOOK OF ACCOUNTING 



(b) 



ASSETS 

Cash 

Notes and Accounts 

Receivable 
Inventory 

Plant and Machinery 
Construction 



Balance Sheet of the PennsylTaiiia Coal Comiiany 

AS OF Dbcember 31, 1911 

LIABILITIES AND CAPITAL 



$15,000.00 

38,000.00 
16,500.00 
45,000.00 
10,000.00 

$124,500.00 



Notes and Accounts 

Payable 
Capital Stock 
Surplus 



$18,000.00 
80,000.00 
26,500.00 



$124,500.00 



(Pp. 297-301); G. I, 97-104; G. II, 96-98, 132-134, 150-153. 

2. Fill in the cost sheet shown on page 312* choosing your own 
figures, and prepare a chart showing the changes in the 
unit cost of production for the twelve months of the year. 

2. No solution is offered. It is suggested, however, that figures 

chosen should be such as to result in probable unit costs. 
Violent and extreme fluctuations do not usually occur in 
actual practice. 

3. Using Exercise 2 of Group Two, page 82, prepare a Profit 

and Loss and Income Statement similar to any one of 
those presented in Chapter XIII* Assume that the Kent 
Manufacturing Company manufactures a patented foun- 
tain pen which it sells at the uniform wholesale price of 
$1.00 each. The sales for the year amounted to 57,770 
pens, and there were manufactured during the year 
60,000 pens. 

* Reference to Elements of Accounting. 
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Profit ftnd Loss and Income Statement of the Kent Manafactarlnc Comiianj 

FOR THE Period Ended Decebcber 31, 1913 



Per 
Cent 



Cost 
Sta- 
tistics 



Sales. 57.770 pens @ $1 .00 
Leas Returned Sales, 1.200 pens 

@$1.00 $1,200.00 
Discount on Sales 310 . 00 



NBT SALBS. 56,570 pens 

Deduct Cost oS, Manufacturing: 
Prime Coat: 

Raw Materials (1/1/13) 

Purchases 

Wages (including accrued $120.00) 



$57,770.00 
1,510.00 



$3,000.00 

20,000.00 

8.320.00 



Le»» Returned Purchases $1,000.00 

Inventory Raw Materials 

(12/31/13) 3,600.00 

Inventory Goods in Process 

(12/31/13) 4,600.00 



$31,320.00 



9,100.00 



$22,220.00 



PRna: cost of 60,000 pens 

Factory Overhead: 

Fuel $2,200.00 

Factory Salary 3,200 . 00 
Depreciation on Plant and Mach. 1 ,000 . 00 

Depreciation on Tools 200.00 

Factory Insurance 70.00 

Factory Expense 1,300.00 

FACTOBT ovBBHBAD of 60,000 pcns 7,970.00 



COST TO MANurACTUBB 60,000 pcus $30,190.00 
Add Inventory of pens on hand, 1/1/13: 

8.097 @ $.49 4,000.00 

Leae Inventory of pens on hand, 12/31/13: 

11,527 @ $.50i 5,800.00 



MANUFACTURiNQ COST of 56,570 pens sold 

OBOaS PBOFIT ON SALBS 

Deduct Setting and Adminiatration Expenaea: 

Freight Outward $1,100.00 
SeUing Expenses 7,300.00 

Commission 1,800.00 

Office Expense 2, 150 . 00 

Office Salary 4,000.00 



COST OF SBLLINQ AND ADMINIBTBATION 

QBoas BuaiNBsa pbofit 



Other Deductiona: 
Discount on Notes 
Interest on Loans 
Bad Debts 



Leaa Discoimt on Purchases 

TOTAIi OTBBB DBDUCTIONS 
NET ZNCOMB 



$165.00 

300.00 
470.00 

$935.00 
175.00 



121 



56,260 



00 



27,870 



16.350 



11,520 



760 



10,760 



00 



00 



00 



00 



00 



00 



100.0 



99 



50.4 



29.0 



1.3 



19.1 



37 
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29 
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SOLUTIONS TO EXERCISES 

CHAPTER XV 

AUDITING 

I I Oroup One 

p.. State the object to he attained by an audit. 

1. The object of any audit depends upon the purpose for which 
ji the auditor was engaged. The object of a general audit is 

to discover fraud or errors. In actual practice the scope of 
I ; an audit is considerably broader than here indicated. 
]■ ■ (Pp. 322-323); M., 8-11, 17-18; C, 281-283; G. II, 219. 

2. ' Why is an independent audit by a professional accountant 

desirable? 

2. There are three principal reasons why an independent audit 
, should be favored. The point of view and experience of the 
[ professional auditor frequently results in suggestions for 

improvement which are worth considerably more than the 
cost of th^ services rendered. Where fraud is suspected, or 
. where errors exist, none other than an independent profes- 
, sional auditor can be relied upon for the services required. 
For banks and for credit agencies the reports of indepen- 
dent professional auditors are practically mandatory. 
M., 34-38; J., Vol. 10, 95-100. 

3. How can fraud in payment of wages be prevented? 

3. ^ in all other cases where fraud may occur, eternal vigilance 
I is essential. One successful method of preventing fraud in 
connection with the payment of wages is to pursue the fol- 
lowing plan: 

122 n ] 
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AUDITING SOLUTIONS 123 

(a) The timekeeping and the calculating of the amount of 
wages should be performed by different employees. 

(6) Neither the person who acts as timekeeper nor the person 
who calculates the amount of wages should distribute pay- 
roll envelopes. 

(c) The clerks who perform the various duties in connection 
with the payroll calculation and distribution should occa- 
sionally be shifted about without notice. 

(d) Employees, before receiving their payroll envelopes, 
should be asked how much money they expect in order to 
check up the amount in the payroll envelopes. 

(e) Whatever routine is adopted it should be changed occa- 
sionally, and without previous notice, so as to avoid falling 
into a rut. Such changes are most likely to reveal any evil 
practices. 

(P. 342); M., 288-290 

4. Describe, in detail, how to audit the Cash Book. 

4. The following procedure will suflSce for elementary purposes: 
(a) The columns on both sides of the Cash Book should be 
added, particular attention being given to the transfer of 
totals and balances from page to page. 
(6) The receipts entered in the Cash Book should be carefully 
checked with whatever evidences are available as vouchers. 
Such evidence may consist of carbon copies of receipts, let- 
ters of acknowledgment, and entries upon the credit side of 
customers' accounts in the Sales Ledger. The cash remit- 
tances of customers should be carefully checked from the 
Sales Ledger back to the Cash Book. 
(c) The receipts should also be carefully checked with the 
daily bank deposit. Any tendency to hold back deposits, 
which such checking may reveal, should be carefully investi- 
gated. 
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124 STUDENT'S HANDBOOK OP ACCOUNTING 

(d) The discounts, which appear in the Discount on Sales 
column, should be tested. It should be observed that if the 
cashier were to increase the book entry for the discount he 
would be able to retain the excess discount added. 

(e) The disbursement side of the Cash Book should be care- 
fully compared with the canceled bank vouchers, check 
book stubs, and any other vouchers. 

(/) The Creditors' Ledger, debit side, should be checked back 
to the payment side of the Cash Book. 

(g) Decreasing the book entry for the amount of actual dis- 
count taken would enable the cashier to retain the differ- 
ence. Accordingly, the Discount on Purchases column 
should be tested. 

(h) Finally, the cash balance should be reconciled with the 
bank balance. 

(Pp. 324r-326, 338-340); M., 252-255; R., 36-41; D. A., 17-25. 

5. What is a Working Sheet f How is it employ edf 

5. A Working Sheet is one of the auditor's most useful tools. It 

is essentially a journal sheet containing extra money col- 
umns. It is employed by the auditor to copy balances, to 
make rough notes of adjustments necessitated by discovery 
of errors or the existence of inventories, etc. It also con- 
tains any memoranda which will serve to remind him of 
matters which should be investigated, and of items to be 
included in the final report. Additional columns on the 
Working Sheet are employed for the purpose of making a 
preliminary draft from which to prepare the Balance Sheet 
and Income Statement. 

(Pp. 328-331, 342-343, 346-347); M., 73-77. 

6. Can the auditor tell whether the inventory submitted to him 

is correct or not? How? 
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AUDITING SOLUTIONS 125 

6. The auditor can usually test the correctness of the merchan- 

dise inventory submitted to him. By ascertaining the per- 
centage of profit on sales or on Turnover, he can frequently 
establish the approximate amount of the inventory. He can 
also ascertain whether the unit prices shown upon the in- 
ventory sheets are reasonable in terms of cost or market 
price. Except in rare cases he is not in the position to 
certify to the physical existence of the goods listed in the 
inventory. He should make sure, however, that goods held 
on consignment, unmarketable goods and goods which have 
as yet not been credited to accounts in the Purchase Ledger, 
are not included in the inventory. 

(Pp. 32ft-327); M,, 107-113; G. I, 204; G. II, 228; J., Vol. 12, 362-356. 

7. Mention some of the services the auditor may render the 

business community. 

7. In actual practice the auditor installs systems of accounts and 

reviews the work of the bookkeeper. He makes suggestions 
for decreasing cost, and in this way benefits the entire com- 
munity by making possible a lower price. His activities 
tend to eliminate waste and extravagance in municipal, 
state and national governments, and in public and in quasi- 
public corporations. Because of his experience and point 
of view, he is frequently consulted by business men in rela-^ 
tion to financial disputes, questions of business policy, etc., 
etc. He also prepares statements for trustees and execu- 
tors, and tax statements for corporations and individuals. 

See references for Exercise 1, above. 

8. What is the difference between a special examination and a 

complete audit f 
8. The complete audit comprises the examination of all vouchers, 
books and records, for the purpose of detecting errors and 
fraud, and leading up to the preparation of the Balance 
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Sheet, Income Statement, and, sometimes, the offering of 
. suggestions for improvement in office routine, etc. The spe- 
cial examination is for the purpose of ascertaining some 
definite point, and is consequently limited by the particular 
purpose for which the examination is conducted. Though 
the examination is as thorough per se as the complete audit, 
it differs from the latter in that its scope is much narrower. 

M., 602-503; G. I, 207; G. II, 227. 

9. Mention the preliminary steps necessary to organize the 

accounting^ system of a manufacturer of hats. 
9. For the present purpose the following outline is sufficient : 
(a) The probable activities of the (Concern should be carefully 
surveyed, for the purpose of ascertaining what transactions 
will occur. 
(6) A sort of quantitative analysis should then be made so 
as to ascertain the relative importance of the various kinds 
of transa<?tions in order to provide labor-saving devices for 
the more frequently occurring transactions. 

(c) Before ordering books and forms it is well to record upon 
rough drafts the anticipated transactions, or those which 
have actually occurred, in order to test the value of the 
proposed system. 

(d) Detailed instruction should be left with the office staff so 
as to avoid misunderstanding and error. 

(e) Arrangements should be made for supervision during the 
early stages, so as to eliminate weak points as soon as devel- 
oped, and in order to make sure that the instructions left 
are properly observed. 

(Pp. 351-353); K., 1-6; M., 308-316, 525-527: D., 11-12; D. A., 65-74; 
S. 0., 100-109; W.. 2^1-29; J., Vol. 5, 41-43. 
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AUDITING SOLUTIONS 12? 

Group Two 

1. Prepare the exhibits and the schedules omitted in Chapter 
XV, Elements of Accounting, page 350. 

1. Answer unnecessary. 

2. As the auditor for the National Burglary Protective Associa- 

tion, report on the claim of a member for loss by theft of 
$8,000.00 worth of furs. You derive the follotving infor- 
mation from his books: 

(a) Average profit on first cost during past three years, 

25%. 
(6) Inventory at beginning of year, $18,500.00 ; 

(c) Purchases during period 64,000.00 

(d) Sales during period 79,800.00 

(e) Present inventory 18,000.00 

2. Original Inventory $18,500.00 

Purchases during period 64,000.00 

$82,500.00 
Less: 

Present Inventory $18,000 . 00 

Cost of Sales ($79,800 divided by 125%) 63,840 . 00 81,840 . 00 

MAXIMUM LOSS $660.00 



I would report that according to the data submitted to me, the maximiun 
loss, as per the foregoing exhibit, was $660.00. This loss might be de- 
creased by further investigation, but enough has been disclosed to warrant 
the statement that the claim of loss has been grossly exaggerated. 

(P.327);G. II, 228. 

3. Prepare, from your own figures, a schedule of accounts 
receivable, dividing balances into those due within 30, 60, 
90, and more days, respectively. Remember that soms 
accounts may contain items falling into more than one 
class. 
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ExmsiT A — Schedule One 








Accounts Receivable 










L.F. 
1 


Customer 


Balance 


Current 


30-60 


60-90 


Over 90 
days 




Smith dc Co. 




375 


50 


375 


50 
















9 


H. M. Rollina 




1,200 


00 


710 


00 


490 


00 












12 


N. Y. Trading Co. 




1,384 


50 


265 


00 


500 


00 


619 


50 








18 


National Dreas Co. 




984 


68 














984 


68 




27 


E. M. Price 




573 


00 


573 


00 














> 


68 


Lange & Lange 




1,898 


00 


1,898 


00 
















59 


Simpson & Co. 




659 


32 






659 


32 












62 
63 


Brown Bros. 




962 


00 


262 


00 


700 


00 












Stem & Lyons 




790 


00 










400 


00 


390 


00 




64 


Kahn. Lee & Co. 




380 


00 


380 


00 


















1 


9207 


00 


4,463 


50 


2,349 


32 


1,019 


60 


1,374 


68 

























M., 94-96. 
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Account, Administration, 73 
Controlling, 1 

Deficiency, in relation to State- 
ment of Affairs, 103 
Deficiency and Statement of Af- 
fairs, practical problems in, 
103-105 
Payable Controlling, 1-2 
Profit and Loss, 73 
Realization and Liquidation, dif- 
ferentiated from Summary 
Cash Account, 107-108 
Realization and Liquidation, 
practical problem in, 1 1 1-1 12 
Receivable Controlling, 1-2 
Revenue, defined, 92 
Summary Cash, differentiated 
from Realization and Liqui- 
dation Accoimt, 107-108 
practical problem in, 111-112 
Tradmg, 73 
Accountancy of Investment, prob- 
lem in, 77-79 
Accountant, services rendered by, 1 
Accounting cost system. See Cost 
Accounts 
model set, 10-19 
Accoimting system, preliminary 
steps in organization of, 126 
Accounts, classified, 4 
of trustee, journal entries for, 

109-111 
Payable (special colunm in Jour- 
nal), 9 
Receivable, schedule of, 127-128 
Accruals. See Deferred assets and 
Deferred Habilities 



Accrued Interest on Mortgage Ac- 
count, how affected by sub- 
sequent payment of interest, 
68 
Accrued taxes not due, how treated 
in Balance Sheet and in 
Trading and Profit and Loss 
Statement, 68-69 
Adjustment entries, 5, 7 
Administration Account, 90 
Administration Cost, 86 
Affairs, Statement of, and Defi- 
ciency Account, practical 
problems in, 103-105 
distinguished from Statement 
of Assets and Liabilities and 
Balance Sheet, 99-100 
function of, 100 
in relation to Deficiency Ac- 
count, 103 
American A^ociation of Public Ac- 
coimtants. Committee on 
Terminology Standardiza- 
tion, 82 
Appropriation Account, 90 
Appropriation section, function of, 

80 
Assets, Current, examples of, 67, 70 
Deferred, examples of, 67 
Fixed, examples of, 67 
how valued for Statement of Af- 
fairs, 102 
other, 70 

Trade, examples of, 67 
Working, examples of, 67 
Assets and Liabilities, Statement of, 
19,24 
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Assets and Liabilities, distinguished 
from Balance Sheet and 
Statement of Affairs, 99-100 
Audit, complete vs, special exami- 
nation, 125-126 
independent, why desirable, 122 
object of, 122 

of Cash Book, described, 123 
Auditor, report of, on loss by theft, 
127 
services of, to business commu- 
nity, 125 
Average investment, defined, 32 
problem in determination of, 34 

Bad Debts, problem in treatment 

of, 82-85 
Balance Sheet, defined, differenti- 
ated from Statement of As- 
sets and Liabilities and Trial 
Balance, 65 
distinguished from Statement of 
-^ets and Liabilities and 
Statement of Affairs, 99-100 
function of, in non-trading con- 
cern, 93 
initial, of consolidation, 55 
practical problem in, 69-70, 91, 

111-112 
why sectionalized, 66-67 
Bonds, problem incident to issue of, 

49-50 
Bookkeeping, model set, 10-19 
Burden, as ambiguous term, 81-82 

Capital vs. Revenue, importance of 

distinction, 94 
Capital Stock, problem incident to 

increase of, 50 
Capital Stock Account, relation of, 

to Stock Ledger, 44-45 
Capital Surplus, 67, 97 
Card ledgers, advantages and dis- 

advaptages of, 23 
Cash, detailed audit of, 123-124 
Cash Accoimt, Summary, 107, 112 



Cash Book, columnar, 8, 15, 16 
detailed audit of, 123-124 
model form, 10-12, 15-16 
Claim for burglary insurance, audit 

of, 127 
Classification of Accoimts, 4 
Closing the Ledger^ defined, 68 
effect upon the Ledger accoimts, 

68 
journal entries necessary for, 
practical problem in, 69- 
70, 72-73, 87-89 
Columns, special, advantages of, 8 
as an aid to controlling ac- 
counts, 9 
Common Stock, 43-44, 50-51 
how treated in Balance Sheet, 68- 
69 
Consolidation, opening entry for, 
53-54 
problem in, 51-55 
Contemporaneous Cost Accoimts. 

See Cost Accounts 
Contingent Hability, 3, 5-6 
Controlling Account, 1 
advantages of, 3, 9 
introduction of, 27, 29 
transfer of balances from Ac- 
counts Receivable to Ac- 
counts Payable, 5-7 
Corporation, defined, 43 
entry incident to formation of, 

47-48 
how formed in New York, 47 
restrictive features appUcable to, 

46 
special privileges of, 46 
Cost, Prime, 80, 86 
Cost of Administration, 86, 121 
Cost of Manufacturing, 86, 121 
Cost of Sales, as ambiguous term, 

19, 81-82 
Cost Accounts, practical problem 
in, 118-120,121 
purpose of, 113 
various kinds, 113-114 
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Cost Sheet, practical suggestion for 
preparation of, 120 

Creditors, fully secured, defined, 
101-102 
partially secured, defined, 101- 

102 
preferred, in Statement of Affairs, 
101 

Creditors' balances, schedule of, 18 

Creditors' committee, fimction of, 
108 

Creditors* Ledger Controlling Ac- 
count, 1-2 

Cumulative preferred stock, 44 

Current assets, examples of, 67 

Ciurent habilities, examples of, 
67,70 

Ciurent Revenue Deficit, defined, 
92 

Ciurent Revenue Surplus, defined, 
92 

Customers' Balances, schedule of, 
18 

Customers' Ledger Controlling Ac- 
count, 1-2 

Debit Expense Inventories. See 

Deferred assets 
Deferred assets, defined, 66 

examples of, 67 
Deferred charges. See Deferred 
assets 
to income. See Deferred assets 
Deferred credit items. See De- 
ferred liabihties 
Deferred habilities, 66 

examples of, 67 
Deficiency Account, and Statement 
of Affairs, practical problems 
m, 103-105 
defined, 100-101 

in relation to Statement of Af- 
fairs, 103 
Deficit, Current Revenue, defined, 

92 
Definition, requisite of a good, 32 



Depreciation, defined, 75 
entry for, 79 

evils which would result from not 
taking, into consideration, 75 
practical problem in, 76-77 
Depreciation Account distinguished 
from Reserve for Deprecia- 
tion Account, 75-76 
Direct Wages, how ascertained, 114 
Discount on Purchases (special col- 
umn in Cash Book), 8 
Discount on Sales (special column 
m Cash Book), 8 
when part of invoice only is paid, 

Discount on stock, 48, 49 
Dividends, defined, 45-46 
entry incident to declaration and 

payment of, 55 
vs. profits, 45-46 
who entitled to, 45-46 ^ 
Double Entry, advantages of (com- 
pared to Single Entry), 21 
and Single Entry, differentiated, 

20 
arguments in favor of change 

from Single Entry, 21 
changed to Single Entry, 22 
Drawing Account, defined, 32 

Examination, special vs. complete 

audit, 125-126 
Expense (special column in Cash 

Book), 8 

Factory cost system. See Cost Ac- 
counts 

Factory overhead, 86, 121 

Fees of receiver, practical problem 
in, 108-109 

Fixed assets, examples of, 67 

Fixed habihties, examples of, 67 

Forms, ambiguous, 81-82 

Fraud, in payment of wages, how 
preventable, 122-123 
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Fuel, portion of, in manufacturing 
section, 80 
unconsumed, how treated in Bal- 
ance Sheet and in Trading 
and Profit and Loss State- 
ment, 68-69 

Fully secured creditors, defined, 
101-102 
how shown in Statement of Af- 
fairs, 102 



Goods in Process Account, 116, 117 
Goodwill, problem in determination 
of, 35, 36, 37, 39, 52, 56, 58 
Gross Profit on Sales, 19 



Income and Expenditure Account, 
differentiated from Re- 
ceipts and Payment Ac- 
coimt, 93 
- Income and Expenses, Statement 
of, practical problem in, 82- 
86, 95, 97 

Installment Account, corporation, 
48 

Insurance Account, classification of, 
4 

Interest on Investment Account, 
defined, 33 

Interest on mortgage, accrued, how 
affected by subsequent pay- 
ment of interest, 68 

Interest on partner's investment, 35 

Inventories, problem in treatment 
of, 82-84 

Inventory, auditor's check on, 124- 
125 

Investment, defined, 32 
See also Net investment. Average 
investment 

Investment Account, classifica- 
tion, 5 

Investment Accounting, problem 
in, 77-79 



Journal, entries in, to close Ledger, 
practical problem in, 69-70, 
72-73 

in modem bookkeeping, 10 

model form, 10-14 

six-column, 9, 13-14 

Key to References, ix-x 

Ledger, defined, 68 

effect of, upon ledger accounts, 
68 
Liabilities, Ciurent, examples of, 
67,70 
Deferred, examples of, 67 
Fixed, examples (rf, 67 
other, examples of, 70 
Statement of, 19, 24 
Liability, contingent, 3, 5-6 
Loose-leaf system, advantages and 
disadvantages of, 23 

Machinery depreciation, position of, 
in manufacturing section, 80 

Maniif acturing Account, as control- 
Img account, 90, 115-117 

Maniifacturing charge, direct, 80 
indirect, 80 

Manufacturing Cost, 86, 121 

Manufacturing Overhead, defined, 
how apportioned, 117-118 

Manufacturing Section, 80, 84 

Materials Purchased Accoimt, as 
controlling account, 115-117 

Merchandise Account, 4 

Merchandise inventory, auditor's 
check on, 124-125 

Mining Cost Accounts, practical 
problem m, 118-120 

Mortgage Bonds, problem incident 
to issue of, 49-50 

Mortgage Payable Accoimt, classi- 
fication, 4 

Net Investment Accoimt, defined, 
32 
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Nominal Accounts, classification of, 

4 
Non-trading concerns, accounts of, 

92 
Notes Discounted Account, 5-6 
how treated in Balance Sheet, 68- 

69 
Notes Receivable (special column in 

Journal), 9 

Obsolescence, 75 

On cost, as ambiguous term, 81-82 

Organization Expenses, 49-50 

See also Underwriting expenses 
Other Assets, 70 
Other Liabilities, 70 
Overhead, as ambiguous term, 81- 
82 

defined, how apportioned, 117- 
118 

Factory, 86 

Partially secured creditors, defined, 
101-102 
how shown in Statement of Af- 
fairs, 102 
Partner, problems in connection 
with admission of, 39, 40, 42 
problem in connection with re- 
tirement of, 37 
procedure in case of death of, 31 
Partner's investment, guaranteed, 
procedure in case of subse- 
quent loss, 33 
Partnership, changed to corpora- 
tion, entries incident thereto, 
56-^2 
closing entry incident to sale to 

corporation, 52 
dissolution of, notice, 37-38 

problem in, 40-41 
profits in, division of, 30-33-35 
P^iinership agreement, 30 
ambiguous clauses in, 31 
Patents Account, classification of, 5 



Personal Accounts, classification of, 
4 

Post Mortem Cost Accounts. See 
Cost Accounts 

Practical problem, in Balance Sheet, 
69-70 
in Trading and Profit and Loss 

Account, 69-70, 73 
in Trading and Profit and Loss 
Statement, 69-71 

Preferred Creditors, defined, 101 
in Statement of Affairs, 101 

Preferred stock, 43-44, 50-51 

Prime Cost, 84, 86, 121 
defined, 80 

Pro forma statements, 94 

Profit and Loss Account, as ambigu- 
ous term, 81, 90 
vs. Profit and Loss Statement, 
which is preferable, 81 

Profit and Loss and Income State- 
ment, 82, 86, 119, 121 

Profit and Loss Statement, 19, 84 
as ambiguous term, 81 
vs. Profit and Loss Account, 
which is preferable, 81 

Profits, how divided among part- 
ners, 30, 33, 35 

Proof of correctness of statement, 
19 

Proof of posting, 22-23 

Proprietor's Account, classification 
of, 4 

Proprietor's Ledger Accoimt, 28 

Purchase Book, model form, 10-12, 
17 

Purchase Ledger Controlling Ac- 
count, 1-2 

Real Accounts, classification of, 4 
ReaUzation and Liquidation Ac- 
coimt, by whom prepared, 
106-107 
defined, 106 

differentiated from Simmiary 
Cash Account, 107-108 
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Realization and Liquidation Ac- 
count, purpose of, 106-107 
practical problem in, 111-112 

Receipts and Disbursements State- 
ment, defined, 92 
practical problem in, 95-96 

Receipts and Payment Account, 
differentiated from Income 
and Expenditure Account, 93 

Receiver, compensation of, in New 
York, 107 

Receiver's fees, practical problem 
in, 108-109 

Record, Stores, 114 

References, Key to, ix-x 

Report of auditor on loss by theft, 
127 

Reserve, vs. Surplus, 75 

Reserve for Depreciation, entry for, 
79 

Reserve for Depreciation Account, 
distinguished from Deprecia- 
tion Accoimt, 75-76 

Reserve Account, distinguished 
from Reserve Fund Accoimt, 
74 

Reserve Fund Account, distin- 
guished from Reserve Ac- 
count, 74 

Retail concern, bookkeeping system 
for, 21 

Returned Sales Account, classifica- 
tion, 4 

Revenue vs. Capital, importance of 
distinction, 94 

Revenue Accoimt, defined, 92 



Sales, Cost of, 81 
Ledger Controlling Accoimt, 1 

Sales Book, model form, 17 

Schedule, of Accounts Receivable, 
127-128 
of Creditors' Balances, 18 
of Customers' Balances, 18 

Section, Administration, 71, 85 



Section, Appropriation or Appor- 
tionment, 80, 85 
Manufacturing, 84 
Profit and Loss, 71, 85 
Tradmg, 71, 84 
Selling Cost, as ambiguous term, 

81-82, 86 
Single Entry, and Double Entry, 
differentiated, 20 
arguments in favor of change 

from, to Double Entry, 21 
ascertainment of profit or loss 

from books kept by, 23 
changed from Double Entry, 22 
changed to Double Entry when 
a new set of books is em- 
ployed, 26-27 
when old books are continued, 
25 
closing entry in books kept by, 

29 
Proof of Posting m, 22-23 
Statement of Assets and LiabiH- 

ties in, 24 
Statement of Profit in, 25 
vs. Double Entry, 20 
Sinking fund, practical problem in, 

77-79 
Sinking fund cash, entry for, 78 
Sinking fund installments, prob- 
lem in, 79 
Sinking fund investment, 78 
Sinking fund reserve, entry for, 78 

final disposition of, 79 
Society Accounting, practical prob- 
lem m, 95-97 
statement of opinion as to finan- 
cial condition of, 98 
Sole proprietorship changed to cor- 
poration, entries incident 
thereto, 62-64 
Special columns, advantages of, 8 
as an aid to controlling accounts, 
9 
Statement, Profit and Loss and In- 
come, 81, 86 
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Statement, Trading and Profit and 

Loss, problem in, 71 
Statement of AiBfairs, and Deficiency 
Account, practical problems 
in, 103-105 
distinguished from Statement of 
Assets and Liabilities and 
Balance Sheet, 99-100 
function of, 100 

in relation to Deficiency Account, 
103 
Statement of Assets and Liabilities, 
19 
differentiated from Balance Sheet 

and Trial Balance, 65 
distinguished from Balance Sheet 
and Statement of Affairs, 99- 
100 
Statement of Income and Expenses, 
practical problem in, 82-86, 
95,97 
Statement of Profit and Loss, 19, 82 
Statement of Receipts and Dis- 
bursements, defined, 92 
practical problem in, 95-96 
Statements, final, 80 
Stock, common, 43-44, 50-51 
cumulative preferred, 44 
preferred, 43-44, 50-51 
treasury, 45 
imissued, 45 
imsubscribed, 45 
how treated in Balance Sheet, 
68-69 
Stock Ledger, relation of, to Capi- 
tal Stock Accoimt, 44-45 
Stockholder's Ledger. See Stock 

Ledger 
Stores Record, description of, 114 

functions of, 114 
Summary Account. See Control- 
ling Account 
Summary Cash Accoimt, differen- 
tiated from Reahzation and 
Liquidation Accoimt, 107- 
108 



Summary Cash Account, practical 

problem in, 111-112 
Surplus, Capital and, 67 
Current Revenue, defined, 92 
vs. Reserve, 75 
System, accounting, preliminary 
steps in organization of, 126 

Taxes, accrued but not due, how 
treated in Balance Sheet and 
in Trading and Profit and 
Loss Statement, 68-69 

Terminology, ambiguous, 81-82 

Trade assets, examples of, 67 

Trading Account, 90 

Trading and Profit and Loss Ac- 
count, differentiated from 
Trading and Profit and Loss 
Statement, 65-66 
practical problem in, 69-70, 73 

Trading and Profit and Loss State- 
ment, differentiated from 
Trading and Profit and 
Loss Account, 56-66 
practical problem in, 69-71 

Trading Section, 71, 84 

Treasury stock, 45 
problem in, 48, 49 

Trial Balance, defined, differen- 
tiated from Statement of 
Assets and Liabihties, and 
Balance Sheet, 65 
of General Ledger, 18 
problem in, 95 

Trustee's Accounts, journal entries 
for, 109-111 

Turnover, as ambiguous term, 71, 
81-82 

Unconsumed fuel, how treated in 
Balance Sheet and in Trad- 
ing and Profit and Loss 
Statement, 68-69 

Underwriting expenses, 49-50 

Unissued stock, 45 
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Unpaid wages, how treated in Bal- 
ance Sheet and in Trading 
and Profit and Loss State- 
ment, 6S-69 

Unsubscribed stock, 45 
how treated in Balance Sheet, 
68-69 

Wages, direct, fraud in payment 
of, how preventable, 122- 
123 
how ascertained, 114 
for cost accounting, 114 



Wages, position of, in Manufac- 
turing Section, 80 
impaid, how treated in Balance 
Sheet and in Trading and 
Profit and Loss Statement, 
68-69 
Wages Accoimt, classification, 5 
Working assets, examples of, 67 
Working capital, problem in, 48-49 
Working Capital Suspense, problem 

m, 48-49 
Working Sheet, defined, 124 
how employed, 124 
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